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INTRODUCTION 

The ai tides upon Capital, Currency, and Banking, which 
have appeared in the Economist, dining the last two yeais, 
having been wntten chiefly in a connected senes, and with 
the view of faiily discussing the geneial pimciples upon which 
the Bank Act of 1844, as applied to England, and that of 
1845, as applied to Scotland and Iieland, wcie founded — 
then 1 e-publication in the moie convenient foim of the pie- 
sent volume, has been suggested as a useful mode of again 
bringing them befoie the public at a moment when these 
subjects have acquiied a widci and moie intense inteiest than 
at any foimci time. 

Although the whole of the articles, now lepiinted, consist 
mainly of discussions piocecding upon geneial piinciples, and 
aic thciofoie as much applicable to one pciiocl as anothei, 
yet the paiticulai events which elicited them, fiom time to 
time, aie necessaiily lefeiicd to, and it became a question, 
whcthei 01 not it would not be bettei so fai to altei them, as 
to have no special i elation to the events of the moment, so 
as to give them more the appeal ance and chaiactei of pei- 
manent essays. On fully consideimg this question, it has 
been deemed best to lepiint them m the piecise foim in which 
they were oiiginally published, — fiist, because ihetempoiaiy 
events to winch they allude aie still compaiatively new, and 
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must be fiesh in the lecollection of the leaclei, and ino<3t of 
which have a Icssei or gieatei lelatioii to those of the piesent 
day j — and secondly, because, looking at the woi k in a more 
peimancnt light, the events lefeiied to will not only be valu- 
able as histoiical facts, but will seivc well to illiistiatc the 
pimciples which it is sought to maintain. In the table ol 
contents we have, theiefoie, indicated the dates, as well at) the 
leading chaiacter of each aiticle. 

The fiist ten ai tides weie -wiitten in 1846, and aie devoted 
exclusively to a full consideiation and ciitical examination ol 
the piinciples on which the Bank Act of 1844 was founded. 
The lemaining ai tides have been vriitten dining the picscnt 
yeai, andliave a direct leletence to the deepljmiitcicstuig finan- 
cial events diiough which the country has so locently passed. 

As fiequent allusion is made, thioughout the lattei pait ol 
this volume, to an aiticle published in Octobei, 1845, in which 
tlie full extent of the i ail way woiks, then peifoiined and pio- 
jected m the United Kingdom, as well as in othei conntiics, is 
elaborately consideied, togethei with the eflects which those 
woiks weie likely to pioducc upon the capital of the coniUry, 
It has been thought desii able to icpiint that article as pait 
of die preface to this woik , and moic especially as it contains 
much infoimation of permanent use and mteiest. 


Lokdon, Junb 3, 1847 
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RAILWAYS— PAST, PRESENT, AND FUTURE 

Evten'i, of Railways constiucted and projected m thowoild — Annual Accu- 
mulation of Capital Extent of Piesent Liabilities for Railways — Power of 
Railways to mcienso wealth — Effect ot Railway Investment (foreign and 
home Railways) on the Money Market . — Oct 4, 1845 

We cannot but legaid lailways as a great bianch of com- 
meice, standing in legard to our home trade and intemal 
traffic in the same relation as slupping does to oui foieign 
tiade. We must, howevei, most emphatically, express the 
distinction which we make between Railways themselves and 
stock exchange speculation in Railway shaies — they aie two 
things as fai apait as tilings can be, both in then tendencies 
and utility. 

The fiist inqmiy on the subject of Railways, to affoid us 
the means of foiming an accurate opinion, not only as totheii 
existing extent and impoitance, but also as to our piobable 
means of cairying those great internal impiovements into 
effect in the futuie, la to know what has been done m the 
past. The hist application to Pailiament foi a biU to con- 
stiuct a railway was in 1801, called the Siuiey Railway, to 
be constiucted between Wandswoith and Cioydon. A bill 
foi that nndei taking was passed m the same yeai Fiom that 
time to the end of 1825, acts were obtained for twenty-eight 
railways, only some of which, howevei, consisting chiefly of 
short lines in the coal and non districts foi piivate use, and 
the Stockton and Darlrogton (extending fiom Stockton to 
Witton Paik Colliery), foi which the act was obtained m 
1823, were cairied into execution. The following shows the 
number of i ail ways for which acts have been obtamed, to be 
constructed in Gieat Biitam, and the amount piovided to be 
raised by those acts foi the seveial woiks in each year . 
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Acts passed Ntmiei of Acts 



1801 to 1825 Twenty-mne 

1826 Eleven 

1827 Six 

1828 Eight 

1829 Nine 

1830 Eight 

1831 Nine 

1832 Eight 

1833 Ten 

1834 Ten 

1835 Sixteen 

1836 Thirty-two 

1837 Twenty-seven 

1838 Ton 

1839 Sixteen 

1840 Seventeen 

1841 Fourteen 

1842 Sixteen 

1843 Twenty-one 

1844 Twciity-SLX 

*1845 One luintlreel and nine 


1,263,100 
1,687,053 
261,608 
124,000 
904,125 
733,650 
1,799,875’ 
567,685 
5,525,313 
2,312,05 5 
4,812,833 
22,874,998 
13,521,790 
2,006,108 
6,465,797 
2,495,032 
3,410,086 
6,311,042 
3,801,350 
11,793,991 
59,613,526 


Total, fom hundicd and tw'elvc acts 15 1,716,937 

— Compiled from Parhamantanj Returns No 150, 1844, and No 657, 1815 
Tlie lesult of which is, that up to the end of the last session, the 
total numbei of acts passed was foui hundicd and twelve, foi 
the construction of two hundicd and seventy-eight i ail ways, 
the gicatei numbei of acts being aceoiuitod foi by the fact, 
that foi some lines seveial acts have been obtained in difleient 
yeais, foi extensions, deviations, inciease of capital, &c., and 
the whole sum empowered to be laised by these acts amounts 
to 164,7 16,937 Z,, which sum may be thus divided. — 

Amount piovided as capital 114,513,035 

Amount omiiowered to borrow 40,203,902 

Total amount &om 1801 to 1845 inclusive 154,716,937 

These undertakmgs may, howevei, be usefully divided into 
thiee eias — ^fiist, the peiiod fiom 1801 to 1826, when lad- 
ways weie only a subject of speculative contemplation, and 


* In 1840 the amount ompowored to be raiacd for the conatruction of nwlnnys, under the 
Acts of that Session, was 110,000,000 
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seal cely a reality , second, fiom 1826 to the end of 1843, dnung 
which peiiod piaclical effect was flist, to any extent, given to 
those undci takings, and most of which may now be consideied 
as in full opeiation; and, lastly, the years 1844 and 1845, 
which may justly be teimed, and will m the future histoiy of 
the^countiy be lecognised, as die commencement of a moie 
general and extensive application of the system. 

No 0/ Railways Capital Loans TotcU, 


Fust era, 1801 to 1826 29 1,263,100 — 

Second era, 1826 to 1843 119 57,387,735 21,658,582 


1,263,100 

79,046,317 


Total 


148 68,650,835 21,658,532 


80,309,417 


Thud oia, 1844 and 1846 130 65,862,200 18,646,320 74,407,520 

That IS-*" ij. 

Radways oorapleled or rehnquiBhed, 1801 to 18)^3 80,309,417 

lladwavs now m pioijiua, and ahoutto he begun, for vlucli acta 
aie obtained 74,407,520 


The railways actually completed, fiom 1823, in winch yeai 
the Stockton and Dailiugton was opened, to the end of 1844, 
coinpiise altogether sixty-foui lines, of an aggregate length of 
2,069^ miles, and have been constnicled at an actual cost of 
64,238,600/ , being an average of 31,048/. per mile. The 
following IS tlie order in which these railways have been com- 


pleted • — 

Date of Numbet of 
Completion Railways 
1823 One 

1830 Tliree 

1831 Two 

1832 One 

1831 Two 

1836 One 

1837 Two 

1838 Ten 

1839 Six 

1810 Seven 

1811 Twelve 

1842 Eight 

1843 Two 

1844 Seven 

No date given Seven 


Length Cost, 

mtlet £ 

38 256,000 

474 1,780,000 

144 185,000 

16 175,000 

35 375,100 

6 38,400 

27 158,000 

357i 11,471,600 

78 2,692,200 

219 8,105,700 

123 17,452,900 

355 i 10,472,600 

664 3,052,800 

3024 5,686,000 

831 2,137,000 


Tolal — Sixtv-fom lines 2,0694 

fiuin Ueimitufthi. Board vj Tiade, 
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Acta passed Numbe) af Acts 

1801 to 1825 Twenty-nmo 

1826 Eleven 

1827 Siv 

1828 Eight 

1829 Nine 

1830 Eight 

1831 Nine 

1832 Eight 

1833 Ton 

1834 Ten 

1835 Sixteen 

1836 Thirty-two 

1837 Twenty-seven 

1838 Ten 

1839 Sixteen 

1840 Seventeen 

1841 Foiu-teen 

1842 Sixteen 

1843 Twcnty-oiie 

1844 Twenty-SLX 

*1845 One hundred and nine 

Total, foul hundred and twelve acts 15 1,710,937 

— Compiled from Pmhamenlary Reiurne No 159, 1844, and No 637, 1845 
The lesult of which is, that up to the end of the last session, the 
total number of acts passed was foui hundied and twelve, foi 
the const! uction of two hundied and seventy-eight lailways, 
the gieatei numbei of acts being accounted foi by the fact, 
that foi some lines several acts have been obtained in diffeient 
yeais, foi extensions, deviations, increase of capital, &c., and 
the whole sum empowered to be raised by these acts amounts 
to 154,716,937/., which sum may be thus divided — 

£ 

Amount provided as capital 114,613,035 

Amount empowered to borrow 40,203,902 

Total amount fiom 1801 to 1845 inclusive 154,716,937 

These undeitakmgs may, however, be usefully divided into 
thiee eias — ^first, the peiiod fiom 1801 to 1826, when rail- 
ways weie only a subject of speculative contemplation, and 

* In 1846 tho amount empoworod to bo raised for the construction of Umlwnjrs, under the 
Acts of that Session, was ,£11(1,000.000 



1,263,100 

1,687,653 

251,608 

424,000 

904,125 

733,660 

1,799,875^ 

607,685 

6,625,333 

2,312,053 

4,812,833 

22,871,998 

13,521,799 

2,090,198 

0,455,797 

2,495,032 

3,410,686 

5,311,042 

3,861,350 

14,793,091 

59,613,526 
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scaicely a leality , second, fiom 1826 to the end of 1843, dm mg 
which peiiod piactical effect was fiist, to any extent, given to 
those undei takings, and most of which may now be consideied 
as in full opeiation, and, lastly, the yeais 1844 and 1845, 
which may justly be termed, and will m the futme histoiy of 
thc"counti y be lecogmsed, as the commencement of a raoie 
general and extensive application of die system 

Nd Bf ItuilKi^s Capital Loans, Total, 

£ £ £ 

Fait era, 1801 to 1826 29 1,203,100 — 1,263,100 

Second era, 1826 to 1843 119 57,387,735 21,658,582 79,046,317 

Total 148 58,650,835 21,658,682 80,309,417 

Thud ora, 1844 and 1845 130 . 56,862,200 18,640,320 74,407,520 

Tliat IS — 4 . 

Railways completed or icUnquisliod, 1801 to 18^3 80,309,417 

'Raihva\a now m progioss, and about to be begun, for which acts 
aie obtained 74,407,520 

The ladways actually completed, flora 1823, m winch yeai 
the Stockton and Daihnglon was opened, to the end of 1844, 
compiise altogcthei sixty-foui Imes, of an aggiegate length of 
2,069-1 miles, and have been constiucted at an actual cost of 
64,238,600/ , being an aveiagc of 31,048/. pei mile. The 
following IS die oidci in which diesc 1 ad ways have been com- 
pleted . — 

JJaio of Kumba of Length Cost 

Completion Railways miles £ 

1823 One 38 250,000 

1830 Three 47J 1.780,000 

1831 Two 14* 185,000 

1832 One 16 175,000 

1834 Two 35 375,100 

1835 One 6 38,400 

1837 Two 27 158,000 

1838 Ten 3571 11,471,600 

1839 Six 78 2,692,200 

1840 Seven 219 8,406,700 

1841 Twelve 423 17,452,900 

1842 Eight 3561 10,472,000 

1843 Two 661 3,052,800 

1844 Seven 302* 5,586,000 

fto date given Seven 831 2,137,000 

Total — Sixtv-foin lines 
- Comjiilc ft ma Hojio) I of tiu. Boat duJTi 


2,0691 


64,238,600 
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Of this 64,238,600Z, as ncaily as we can estimate, the stim 
of 60,000,000z was expended in the twelve yeais, hcginning 
Januaiy Ist, 1833, and ending Deeembei 31st, 1844, oi at 
the late of 5,000,000Z. annually The pieseiit actual position 
of the lailway system, as fai as lines have been completed oi 
sanctioned by Pailianient, may be thus stated : — 


Nnmier Miles se 

Hallways completed up to 1844 69 2,069S 64,238,600 

Hallways in progiess 130 3,543 74,407,520 


The countiy in Em ope next in importance to Gieat Biitain, 
as lespects the iiiti eduction of the lailway system, is Belgium, 
which was the fiist to adopt a geneial system to embiace the 
whole kingdom. This was done by two laws, one of the 1st 
of May, 1834, and the other of the 26th of May, 1837, and 
which laws authoiised the government to undeitake their con- 
st! uction. These two laws coinpiehended a system of 343 miles 
in length, and foi this act on the pait of the goveinment, 
which must be consideied a bold one, when we lemcmbei how 
much the system was then m its infancy, the Belgian people 
are entirely indebted to the individual opinions and detcimi- 
nation of Leopold. Tlie fiist pait that was opened, was the 
fifteen miles fiom Biiissels to Malmes, in May, 1835, and 
which was completed to Antweip in May, 1836. The whole 
was completed thus— 


At the end of 1837 

— 1938 

— 1840 

— 1841 

— 1842 

— 1843 


miles 


169 


232 

291 

343 


And die cost of the whole has been 5,872, 160Z., oi (m an 
aveiage, 17,1207. per mile. Some consideiable poition, how- 
evei, of the distance xs constiucted m a single line. The 
railways now in piogiess, and contemplated, ale to he con- 
stiucted by private compames, authoiised by the goveinment. 
In Fiance, the fiist law authoiising aiailway was passed in 
1823, fiom St, Etienne to Lyons, a distance of thiity-seven 
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miles, but which was not completely opened until 1832 The 
next Liw which was passed was in 1829, and horn that yeai 
up to 1842, vaiious otliei lines were sanctioned, in all ainoiint- 
iiig to nineteen. Up to the beginning of lastyeai, the lail- 
ways actually in opeiation in Fiance weie — 

Lengtht Capital, 

^ "l9 552 10,276.000 

And there are at tins tune in the couise of conxtiuction, undei 
giants made between 1842 and 1845, twelve lines of the ag 
giegate length of 950 miles. The whole system of lailways 
authorised by die French legislatuie in 1842, over and above 
the 552 miles alieady stated as completed, embraces 2,410 
miles of lailway, and aic estimated to cost 18,617^. pei mile, 
01 44,866,970/., of which it is piovided-^lseet by act that the 
goveinmeiit shall advance one-half, and the undei takcis of 
the soveial lines tlie lemaimng half. 

In Geiniany, up to the beginning of last year, 1,384 miles had 
been completed, 1,227 miles weie in piogiess, and 1,734 miles 
had been pi ejected, and ai e now more oi less in pi ogi ess, making 
a total of 4,345 miles. Tlie cost of Geiman lines has been veiy 
vaiious, fluctuating fiom 1,700/. to 30,000/. pei mile , but die 
neaiest estimate which has been made as to the aveiage cost, is 
7,000/. for a smgle line, and 18,000/. foi a double line, per mde. 
At this late the completed lines, up to last yeai, wiU have 
cost about 10,500,000/ , those now fai advanced in piogiess 
will lepicsent a fmthci sum of 10,000,000/ , and those pai- 
tially commenced and piojectcd will cost 13,000,000/ more, 
and, leckoniiig that one-half of die middle class aie completed 
as 4,1 as expendituie goes, it may be said that 15,500,000/. 
have been invested, and that it will lequuc 18,000,000 moie 
to complete the entire system as at piesent deteimined upon 
These do not include any of the numeious piojects which have 
been made during the present yeai 

In Ameiica, up to 1840, the total numbei of railway com- 
panies incoipoiated w'as 176, whose lines embiaccd altogether 
9,321 miles, of which 3,000 had been completed at an aveiage 
B 3 
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cost of 4,800/, pel mile. By a statement made up to a move 
lecent peiiod (the end of 1844), we find that eighty-foin lines 
aie opened, embiacmg 3,688 miles, and have been made at 
the cost of 17,702,400/. The lemammg 5,624 miles, to com- 
plete the projects of the companies alluded to, part of whicli 
ai e now fai advanced, wdl lequire a fui ther sum of 26,995,20(7/., 
without including any of the new pi ejects of 1844 and 1845. 
The following lesume^ thciefore, shows the whole amount of 
capital at piesent invested m completed lailways in actual 
opeiation, and that requiied to complete diose in piogiess, 
and for which acts of the legislatme have been obtained, and 
exclusive of all the new schemes. 


Totai. Capita!, iNvtsTDU 


Great Britain 2,060^ 

Belgium 313 

Fiance 552 

Geiinany 1,304 , 

Ditto Mf of 1,227 ciaj; 

Amenoa 3,688 


IN Rah WAYS 

rf I 

64,238,600 . 31,048 

5,872,160 17,120 

10.276.000 18,017 

10.600.000 7,600 

17,702,400 4,800 


GiaudTotal 8,650 113,580,100 13,131 


Thus, exclusive of the shoit lines m Holland, and smulai 
ummpoitant hues m vaiious coimtues,' showing that tlio 
whole completed railways m the woikl embiacc 8,650 miles, 
made at an aggicgate cost of 113,589,160/, and at the late 
of 13,131/, pei mile. 


Great Britain 
Belgium 


Germany 1,734 

Ditto, half of 1,227 613^ 
America 5,624 


TO COMPLETE RAILWAYS I 
AUTHOElBED BY LAW. 

Amount 

74,407,520 Undei actsobtamedui 1844 and lei's 

f The concessions of the piesciit year 

\ aie not included. 

^Including 050 miles now constnict- 
44,866,970 J ing, and the whole system autlioi- 
l ised by tlio law of 1842 
] 18,000,000 |NotmcUiding any of the piojects of 

26,995,200 Not uiclndinganypiojectcd in 1810 


164,269,690 
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ANNUAL ACCUMULATION OF CAPITAL 

Last ycai there were 248 railway bills brought before Pailia- 
ment, all of which had complied with the standing oiders, so 
fai as having on or before the 30th day of Novembei, lodged 
than plans, &c., with the Boaid of Trade. Of these 109 weie 
passed , of the remaining 139 applications, a laige number, 
in vai ions stages of pi ogress, stand over till next session, to 
be 1 esumed where diey left off, a consideiable numbei weie 
lost m consequence of noncompliance with standing ordeis, 
some few weie thrown out altogethei, and some few amalga- 
mated with otheis and withdiew then application. But by 
fai the laigest number of the 137 applications lemaining over 
from the session of 1845 will be brought foiwaid agam in the 
session of 1846 Next to these come the schemes of 1844, 
which weie too late for compliance witli the standing oideis 
to be bi ought foiwaid in the last session ; and next come the 
innumeiablc piopositions of the piescnt yeai. To foim any- 
thuig like an accuiate estimate of what those will amount to 
is impossible, until aftei the 30th of Novembei, when we will 
see what piopoition wdl have deposited dieu plans, &c , at 
the Boaid of Tiade, to put them in a position to go to 
Paihament. The deposits upon the new schemes pioposed 
aie already estunated to exceed 30,000,000z, and the pio- 
posed capital would theiefore exceed 300,000,000/ But widi 
legaid to a veiy laige piopoition of these it is a physical un- 
possibility that the necessary suiveys and plans can be made 
by the 30tli ofisext month, and they will theiefoie be unable 
to go to Parliament in 1846, There is, howevei, eveiy 
piobability that, laige as was the sum which Parliament em- 
poweied the 109 companies, who obtained acts in die last 
session, to raise for the puipose of making railways, acts in- 
volving a much laigei sum will be passed in the next session 
When we considei that aheady so laige a numbei of the bills 
of 1845 lemam over to be taken up in the vaiious stages of their 
piogiess, and the great numbei of new applications which will 
be made, the amount which will be leqiiiied to cany out the 
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acts of next session will be beyond ail compatison laigei tlian 
in any pieceding yeai.* 

With such enoimous liabilities on the capital of the coiintiy 
to sink in new and peimanent investments, it becomes an im- 
poitant and mteiesting question to solve, at what late accumu- 
lation of capital takes place m tins countiy. On this subjOct 
there have been many opinions and conjectuies olFeicd, 
but thcie are no data on which it can be accurately and 
ceitamly detei mined. The most accuiate means by which 
any estunate can be made of the annual accumulations, as le- 
gaids peisonal piopeity, is fiom the amount on which legacy 
duty is paid fiom yeai to yeai The total capital winch be- 
came subject to legacy duty in 1814 was only 27,299,800/., 
and the following shows die giadiial piogiess which lias been 
made in its amount — 


Capital svbjbct to Legact Dotv in Eicn year 

1814 27 , 299,800 

1819 , 29 , 111,002 

1824 05 , 852,821 

1829 . 39 , 007,277 

1834 . 41 , 574,028 

1844 40 , 533,908 

In the Pi ogress of the Nation (section vi. chap 2), Mi. 
Portei explains a mode, the most accuiate winch we have 
seen, deiived fiom the piopoition of deaths to the whole popu- 
lation in each yeai, by which the whole amount of the pei- 
sonal piopeity in the countiy may be estimated in any pai- 
ticular yeai by the piopoition of it which annually becomes 
subject to the legacy duty, to which woik vfc refei those of 
om readeis who may wish closely to investigate the pi niciple 
Accoidmg to that calculation. Mi. Poitci estimates the pci- 
sonal piopeity of the country to have been, in — 


1814 

1824 

1834 


1,200,000,000 

, 500 , 000,000 

, 800 , 000,000 


and a similai calculation will make it for 1844, 2,250,000,000/. 


* For the amount sanctioned in 184B, see Note, page tv 
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This shows that the accumulations of tne countiy in the last 
ten yeais, fioin 1834 to 1844, amounted to 450,000,000/, or 
at the rate of foi ty-fim millions annually. But this is only 
the accumulation which appeals undei the head of “ peison^ 
pioperty.” Beyond this, a veiy laige sum must be annually 
accumulated in the foim of leal piopeity. In 1815, the last 
year of the old income tax, the income fiom real piopeity 
chaigeable with that tax in England only, was 49,660,728 j., 
and m 1843 die same was 80,619,084/, being an inciease of 
moie that 62 per cent. — (See Economist, July 20, 1844.) If 
then, we take the leal piopeity of England, radier less than 
one-half consisting of land, at only twenty yeais’ pm chase, 
diat would show a total value m 1816 of 993,214,560/., and in 
1843 of 1,610,381,680/ , the accumulation between the two 
peiiods being 617,167,120/, oi somethmg moie than twenty 
millions annually dining the whole period This enoimously 
inci eased value has no doubt taken place cluefly by the ap- 
plication of capital to unpiovements of land, the opening of 
mines, the extensive impiovements which have taken place 
in towns and buildings of every class. In the two gieat di- 
visions of personal and leal pi opei ty, as thus explained, die 
annual aeciunulations appeal to be 65,000,000/. , but from this 
sum a consideiable deduction must be made, fiom the fact 
that what appears as the income fiom leal pioperty mcludes 
also the mteiest of moitgagesand othei sums boiiowed on 
real piopeity for the purposes of effecting impiovements or 
otherwise, and which monies will, m the event of death, ap- 
pear as peisonal piopeity, and subject to die legacy duty, and, 
theiefore, included in the calculation of accumulations under 
that head. Making a sufficient allowance foi this coiisideia- 
tion, we would estimate the aveiage annual accumulations of 
the coimtry at sixty millions steiling at least , nor does this 
appeal a very laige sum, when we consider that it is little 
moie than die annual taxes of the countiy, and not equal to 
2/ 5s to each person of the whole population. 

But, though this estimate may be quite true — and we are in- 
clined to think It lathei below dian above the actual aveiage — 
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yeaily accumulations ofpiopeity in this country, and especial 
ly so at a peiiod when all blanches of productive iiidiistiy are 
in active opeiation, yet it must be borne in mind, that by far 
the laigest piopoition of those annual savings aie leqinied in 
the numeious branches of industry foi then impiovenient and 
extension, and for the mcieased capital neccssaiy to conduct 
the incieasmg business of tlie country. For example, the 
annual rental of real pi opeity mcieased fiom 1816 to 1843 by 
the sum of 30,858,356Z Now, this increase is not dciived 
fiom the same numbei of houses, nor the same number of 
mines, and, though from the same swface of land, yet not the 
same condition of that surface The increased value has 
arisen chiefly, if not wholly, from the expenditure of a poition 
of the annual savings of die count! y, whethei those of the 
paities themselves or borrowed from others, in improving 
cities, building houses, enlargmg factories, diaiiihig, planting, 
and impioving land, opening up new mines, &c., and thus fai 
the mcieased annual income derived fiom real piopcityso 
impiovedj has formed an mci easing souice of we^di, by the 
amiual absorption of the savings of the countiy, and in winch 
we have already seen that lailways have participated duiing 
the last twelve yeais to the extent of imZ/wns annua] ly 
But there is another veiy impoitant and equally uigcnt way 
in which the annual savmgs of the countiy arc invested The 
greatest accumulation necessaiily takes place among the inanii- 
factuiing, meicantile, and trading community But with a 
rapidly increasing population, and the trade and genoial re- 
sources of a country being lapidly developed, as a general lule 
people in business require then accumulations for the ex- 
tension of then own business, as lapidly as they arc made. 
It IS die natuie of business when done best to extend fastest. 
And, theiefore, when most money is made most is lequiiccl 
to be added annually to the existing capital. And cer- 
tain it is, that as long as a tiadei can employ lus oimi ac- 
cumulations in his own business, he will nevei find any othci 
means of mvestment half so profitable We do not speak of 
tempoiaiy speculations, which may make a fortune this ycai. 
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and bilng luin next. Wc speak of what is, happily m this 
country,^ the pi evading habit, in usual times, of the majoiity, 
and to which the countiy owes its greatness. For example, 
the whole of the shipping belonging to the United Kmgdom m 
1820 was 2,648,593 tons, and at the commencement of last 
yoai It had inci eased to 3,588,387 tons, notwithstanding all 
the ships winch dm mg diat twenty-foui ycais had been worn 
out 01 lost at sea. Again, we had cotton factories in 1820 
capable of woiking up 151,000,000 lbs of cotton wool, and 
now we have extended them so, that last yeai we woiked up 
moie than 700,000,000 lbs In 1820 we had w'oollenfac tones 
capable of woiking up 7,691,000 lbs offoieign sheep’s wool, 
and now we have inci eased them tdl they have consumed 
last yeai 69,493,000 lbs of foieign wool, independent of the 
inciease winch has in the meantime taken place in the home 
giowtli, the silk, Imen, and othei raanufactming pm suits 
have extended m a similar way. But this has aU been done 
by the annual investment of the savings of the countiy, eithei 
in absolute extensions of mills, oi in impiovemeiits m tlie pio- 
ductive powci of machmeiy Again, the declaied value of oui 
expoits in 1820 was 35,568,000?, and the olEcial value of our 
nnpoits 31,484,000/, but last yeai our expoits had iisen to 
58,584,000/., and oui impoits to 75,441,555/., and the ad- 
ditional foieign Cl edits, which oui mei chants have been able 
to give on oui goods expoited, and advances on those impoited, 
have been by applying tlie accumulations of capital to the 
uiciease of then business, — and thus it is with every class of 
tiadeia , and, at this time, when tiade is in so excited a state, 
when the mining, manufactui iiig, shipping, and coimneicial 
lesouices of the countiy aie so gieatly incieasuig, theie can- 
not be a doubt that a more lapid absoiption of capital is now go- 
ing on than at any foimei period m all these legulai and imi- 
fonn channels of pi ivate employment ; all, no doubt, calculated 
mateiially to mcieasc the income and means of accumida- 
tion of futme yeais. So that, even admitting the annual ac- 
cumulation of the countiy to be equal to suty oi sevenbj 
millions steihng, when it is consideied that they aie divided 
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ovei a population of more than twenty-seven millions of people, 
that the gi eat bulk of accumulatois have pui poses of then own 
to which they can moie piofilably, than in any othei way, ap- 
ply then savings, it is a most exaggeiated view to suppose that 
such accumulations aie wholly, oi even in a gieat pait, appli- 
cable to theconstiuction of railways oi any othei public voi-k 
The most extiaoidmaiy diain upon the capital and annual 
accumulations of the countiy which evei took place, was in 
the beginning of the piesent centuiy, duiing the continental 
wai We do not refer to this foi tlie puipose of compaiing 
that wasteful and luipiofitable expenditure with the invest- 
ment m useful and piofitable national under takings, in then 
ultimate consequences, but meiely to see what amount of ab- 
sO action was possible from the usual channels of employment, 
and what was its effect. By a pailiamentary lepoit wc find 
that, Horn 1802 to 1816, the annual expenditure averaged 
75,696,6691 , and fuithei, we find that, in the five yeais be- 
tween 1810 and 1816, wc expended 477,648,7141., oi a 
yeaily sum of 95,509,743^ Taking our present aveiage annual 
expenditui e at 45,500,0001., we find that ni those five yoai s, 
1810 to 1816, It exceeded that of five yeais now by the cnoi- 
mous sum of i^oo hundred and fifty millions sterling) and tliat in 
a way which was absolutely sunk, and was foi cvei unpioduc- 
tive. This took place at a time when the resoiuces of this countiy 
weie infinitely less than they are now But that abstiactiou of 
capital did not take place without exerting an enoimous 
influence on the value of money. Tire suspension of cash 
payments at the time, the unlimited issue of papei, the depre- 
ciation of the cuiiency, and the existence of the usury laws, len- 
der It somewhat difficult popularly to explain those effects 
But one direct and obvious consequence will be easily under- 
stood , — towards tire close of the period capital became so 
scarce, that, though the government continued to boiiow at a 
comparative low nominal late of interest, yet the aveiage puce, 
from 1803 to 1816, at which the sums were boriowed from 
which that extiaoidmaiy expenditure w'as supplied, was 
60Z 7s 6d., for every lOOZ. of stock chai'geable widi inteicst , 
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so that, in tiuth, the government had leally to pay an inteiest 
fai above the legal late, but accomplished in an mduect way 
And while tins tempoiaiy excitement, which aiose fiom an ex- 
pendituie of the capital instead of the income of the countiy, 
gave a flouiishing appeaiance to die countiy, yet the leaction 
which immediately followed was severely felt foi many yeais 
afterwaids. Theie can, howevei, be no doubt that, had that 
expenditme taken place in impiovemeiits which would aftei- 
waidshave developed theiesouices of the countiy, and minis- 
teied in all ways to its pi oductiveness, the tempoiaiy effects 
would soon have passed away, and permanent benefit would 
have ensued, but it is difficult to conceive any unpiovements 
which would have paid the individuals conceined to have 
boil owed money, reeemng 60Z. 7s. 6d., foi eveiy lOOZ of debt 
contacted Nothing shoit of the most uigent State neces- 
sity could have justified such a system. 


EXTENT or PRESENT LIABILITIES FOB RAILWAYS 

Howevei fiee we aie to admit the advantages of i ail ways as 
a means of investing the accumulations of the countiy, it is 
nevertheless a most essential thing that we should not attempt 
to caiiy out those improvements fastei than tlie capital of the 
countiy will peimit, and peihaps as much so in oidel that tlie 
constiuction of lines in useful and beneficial positions should 
not be prevented oi lendeied impossible foi a long peiiod, by 
the attempt to constiuct a gieat many lines in infeiioi and 
less uiipoitant situations. Looking to the development of the 
system so fai, it would be difficult indeed to say in what situa- 
tion a 1 ail way would not be a gieat benefit, and wlieie it 
might not ultimately be pi ofi table. But it must be obvious 
that what would be desnable foi an individual to do, if he had 
sufficient capital, is one thing, and what it is piudent to at- 
tempt 01 possible to do without it, is aiiotliei tlnng altogethei . 
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So It IS exactly with the nauon Much may be desiiable that 
IS not possible ; and an attempt to do all that even on good 
grounds appeals desiiable may pi event even the best pait 
being accomplished , oi may so far dciange the application ol 
the capital of the country in othei moic impoitant and legiilai 
channels, as to do much tempoiaiy mischief foi which wen 
tlie peinianent advantage of laihvays will not compensate , 
and wdncli, fiom the same cause, may piove luinoiis to those 
undeitakings themselves — ^foi they cannot nijuie the public 
without raoie immediately mjiuing tlic pioinotcis 

In the last twelve ycais we have been able to apply five 
millions annually to the constiuction of lailways, and, therc- 
foie, theaggiegate sum so expended has been in lliat time 
60,000,000/ in Gieat Biitam, and in the same pciiod, in- 
cluding Belgium, Fiance, Germany, and America, the aggic- 
gate sum expended on railways has been 113,589,160/ At 
this moment in Gieat Britain i ail ways have cither been com- 
menced, Ol aie about to be so, which will cost 74,407,5*20/, 
and incluchng tliose otbei countiies, 164,269,690/, exclu- 
sive of the pioposals oiiginating tins yeai. With icg.ud 
to the peiiod winch will be occupied in constiucting these 
lailways in foicign countiies, we aie unable to speak, but m 
this countiy, with the impiovcd methods, and bettci know- 
ledge which now pievails, the constiucLiou of a lailway is a 
mattei of lapid accoinpbshraeiit compaicd with what it was a 
few yeais ago This is a fact, however, which lias a double 
beaimg on the question, as to the extent of undeitakings loi 
which capital can be found within a given time If they aio 
lapidly made, then is the capital nioic quickly icquiiod, and 
maypioss moie scveiely upon the money maikct, and mici fei e 
moie with its application to othei puiposcs. On the othci 
hand, the moie quickly tliey are completed the sooiici do they 
become productive, and begin to tcplace the sunk capital, as 
well as beingasomcc of income to tlic piopiietors, and of con- 
venience and economy to the public Tlie dcsii ableness, bow- 
evei, of these advantages must be subseivient to the possibility 
of cai lying out then cause. The whole of the acts passed by 
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pail lament foi railways, up to the end of 1843, piovided foi 
the outlay of 80,309,417/., of this 64,238,600/ was expended 
111 constiucting, duiing the whole of that peiiod, 2,069 miles 
We have at this moment in piogicss, and to commence, a dis- 
tance of 3,543 miles, and to piovide 74,407,520/. foi those 
objects. Now we believe it would be taking a veiy eiioneous 
view of the powei which the country has to accomplish this 
new woilc, to judge, even by the expeiiencc of the past twelve 
years, what we can in future accomplish. If we did, we 
should icqune to look forwaid at least jijtee t years foi the 
accomplishment of the lines loi which acts are obtained 
We aie, howevei, fiee to admit that theie are numerous con- 
sideiations which will induce to a much moie lapid piogiess 
of these undeitakings In the fiist place, the accumulations 
attiibutable to die completed railways themselves aie at this 
moment gieatei than at any pievious time, and rapidly in- 
cieasing, — we do not mean fiom speculation, foi that is no 
addition to the capital of the countiy, but by the inci eased 
economy and facilities aflfoided to tracle andindustiy in eveiy 
possible way. In the next place, duiing the period we have 
lefeiicd to, lailways had to stiuggle against all the prejudices, 
doubts, and feais which always attach to new systems; now 
then real value to the countiy, and their ultimate profit to the 
piomoteis, have been tested by expciience, and have become 
univei sally admitted. Instead theiefoie, of the unwillingness 
to embaik capital in lailways, which existed some yeais since, 
"a stiongei feeling pievails now nr then favour than evei did 
foi any othei channel of investment, and we now only allude 
to the hona fide employment of capital. It is, theiefoie, cei- 
tam that a much largei piopoition of the annual accumulations 
will, foi a long time to come, be thus invested than has 
hitheito been the case And when to these consideiations w'c 
add the gicatei facilities foi accomplishing the woik itself, as 
well as the gi eat economy, we must be pi epai ed to see railwaj s 
constructed with a lapidity in futuie which past experience 
would hai dly entitle ns to have expected The irranufactui mg 
and factoiy undeitakings of the countiy have been a wondei- 
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fill example of the powci, which all systems have to cx-paiid, 
which have within themselves a constant tendency to incio.isod 
economy and lepioduction of wealth But while ivc’ admit 
the tiuth and foiceof the analogy, we must not foigct lluit m 
its piogiess, so muaculously lapicl as it has been, the factoi y 
system has suffeied leactions of the most lumous and mtenso 
chaiactei. 

Calculating, howevci, that the most impoitant pails ol 
those lines, compiisiiig 3,543 Hides, leaving out miiioi 
blanches winch may be constiucted aftciwaids, should be 
completed within the next loin ycais, we must look loiwaul to 
an annual expenchtiuc of capital on then accoiiiil alone ol 
fifteen millions at least, and, toi the fust two yoais, ol even a 
laigci piopoition, altogcthci mdopcitdcnt o( ioicign lailways 
and new undei takings. 


pownn OF RAILWAYS TO INCREASF WEAI.TIl. 

Befoie piocoeding to considei the immediate cllcct ol the 
liabilities undci which the countiy is now placed to complete 
woiks m progiess, and foi which acts have actually been ob- 
tained, which, it will be seen, amount in this countiy alone to 
74,407,520/, and in otheis with which we aie aitmmiely 
connected to the sum of 89,862,170/. more, we would slioitly 
lefei to two cuoumstances winch of late yeais have set at 
liberty an enounous amount of capital for the extension ol 
comineicial and othei pi ofitable iindei takings The fiist is, 
the fai moie peifect bankmg system which has been mtio- 
duced of late yeais, and its extension moie gcnei ally tin migh- 
out the countiy. By this means an incalculable amount ot 
capital, which was foimeily dispersed among the community 
geneially in model ate sums, has of late, by the practice, now 
almost universal, of keeping banking accounts, and making 
payments meiely by tiansfeis fiom one bankei to aiiothci by 
the use of cheques, been hi ought togclhei, and alaige sum 



lendei'cd pioductive which was foimeily idle The other 
cause to which weiefcr, is the cxtiaoidinaiy effects of i ad ways 
themselves, and othei means now used to facilitate the tiansit 
of goods and save the time of tiavclleis. Theie is no othei 
means by which the icsouiccs of a countiy can be so well 
developed, and its wealth so much inci eased, as by facilities of 
communication by which mtei change is icndeied easy and 
cheap, and when communication is once established, by facili- 
tating It as much as possible This effect is lendeied most 
appaient when we considei how much both internal and ex- 
ternal coimnunication, when lendeied moie ceitam and ex- 
peditious, as by the use ol steam-boats, lailways, &c , tends to 
decicase the amount of capital lequued to canyon any given 
amomit of tiade In the first place, the lapidity and cei tainty 
of conveyance i educes veiy gieatly the amount of stock of 
goods and piodiice which it is necessaiy at all times to keep 
on hand when communication is slow and unceitam, in ordei 
to do a given amount of busmess , and m the next place, the 
amount of goods m transit is enormously gi eater with a slow 
than a quick conveyance Tlie amount of capital absoi bed in 
meichandise of all kinds, which was meicly in tiansit, thiity 
yeais ago, when om continental and coasting tiade was all cai- 
ned on by slow and unceitam sailing packets, and our inteinal 
tiade by canals and stage-waggons, compaiedtvith what the same 
now is, when conveyed by steam-boats and lailways, must be 
veiy great. Foi example, suppose Maneliestei and Leeds are 
supplied with colonial piodiice fioni London. When it took 
seven days to convey those goods by canal, theie must always 
have been, on an aveiage, seven days’ consumption on the 
load. If now the same thmg is accomplished by i ail way in 
one day, it is quite cleai that the capital lepiesenting six 
days’ consumption, which was formeily so locked up, is set at 
libeity foi other uses , and when we look to the enormous ex- 
tent to which this economy has taken place, not only in this 
country, but on the continent of Em ope as well as m Ameiica, 
both by lailways and steam-boats, the total amount of capital 
thus libciated must have been veiy great mdeed. But the 
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same icmaiks are equally, oi even moic applicable, to the 
economy of lime which they effect to mankind A man can 
accomplish now m a day what he could not do tliiity ycais 
ago, in thiee oi foui days. The laboui, tlicicfoic, of the 
whole population is thus icndcied infinitely moic pioductive , 
and IS so fai exactly in effect what it would be if wc inci cased 
enoimoiisly the pioductive population of the countiy wilboiil 
increasing its numbei of consumeis When a man has a lail- 
way, 01 a new machine, which enables him to pcifoim double 
the woilt he did befoie, the eftcct upon the countiy is the same 
as if each man had a stiangci who came and gave him his la- 
bom without any lemiinciation, oi without consuming any 
pai t of the pi oduce. Railways and steam-boats aic, thcic- 
foie, gieat new machines by which both the capital and laboui 
of the countiy has been economised, and each lendeicd won- 
dei fully moic pioductive , and it is this gieat advantage ex- 
peiienced by the community individually, which leads to the 
extensive tiaffic and high rates of piofit which tliey have made, 
and which, in fact, is the best indication of then public utility 
The best, nay, the only true ciiteiion of the utility of any 
given outlay of capital, is the extent to which the public find 
It then Intel est to use it, and consequently the piofit whicli it 
cieates Tlius, all undei takings winch affoid the laigest pio- 
flts to individuals (which aic not monopolies) aic also the 
most advantageous to the community The piofit is the icsult 
and evidence of the usefulness We aic, thcicfoic, at once 
flee to admit, that theie has not been any pm pose to winch 
the spare capital of the country has ever been employed, oi to 
which It can in futiue he employed, so well calculated to pio- 
mote all the gieat inteiests of commeice, indiistiy, social im- 
piovement, political stability, and geneial happiness, as iiul- 
loads, 01 which is so well calculated rapidly to leproduce m 
many ways the national capital absoi bed in then consti action 
And, moieover, they aie peculiaily so, when compaicd with 
steam navigation with othei counliies, because, in oui inter- 
nal tiaffic we are happily leleased fiom the shoit sighted 
jealousies which exist between diffeient countues, which mar 
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and intenupt all the gieat benefits which would otlieiwise 
aiise fiom the facdities of communication under afiee and un- 
mteiiupted inteicouise. 


EFFECT OF RAILWAY INVESTMENT (FOREIGN AND HOME 

railways) on the money-market. 

In consideiing how this expenditure is to be provided foi, 
and the effect it will have on the money-maiket, it is necessaiy 
fiist to glance at die foieign ladways as to then influence 
A gieat distinction is made in the public mind as to foieign 
and home ladways. In many lespects, no doubt the dis- 
tinction IS gieat It is so, as fai as legaids the employment 
which home lailways aftoid to oui population, and as fai as, 
wheic they aie finished, they tend to develope the lesouices of 
our own countiy, and, if equally piofitable, as an investment 
of capital, aie, theiefoie, piefeiable But in the distmction, 
which is cluefly made as to the effect upon the money-niaiket, 
the common iinpiession we believe to be eiioneoiis, and is one 
likely to lead to gieat imstakes on the pait of bankeis and 
otheis We will, theiefoie, accoiding to our piomise, take 
some pains to explam oui views, and the fallacies which we 
appiehend exist Ii the fiist place, people seem to appiehend 
an influence on oui money-maikct horn foieign railways, only 
in piopoiuon as they aie made with English capital, which 
they see will be lequiied in that case to go out of the countiy 
On the other hand, they enter tain no difficulty as to oui 
powei to make railways to any extent within the physical 
means of the countiy to accomplish, without any effect being 
produced on the money-niaiket, liecause they thmk that die 
capital will meiely change hands, and be tiansfened fioni one 
person to another, oi from one banker’s account to anothei 
In both these ideas we believe there links a dangerous 
fallacy. 



XXII. 


PUtFACE. 


Fust With legaid to the effect of foreign lailways. Many 
estimates have been made with respect to the amount of 
English capital engaged for foieigii lailways, hut the slightest 
considciation will show that no such estimate can be of any 
value, foi whatevei is the state of the case to-day, it may be 
altogethei changed by the sale oi pin chase of sliaies to-inoiiow. 
These shaies, like the government stock of different coiintiics, 
aie now general secuiities, which aie equally dealt in on our own 
Stock Exchange here and on the continent, and, like govein- 
ment stock, aie anothei means by which the value of money 
will be equalised in this and other countiics It is not, theie- 
foie, a question as to who undei takes a continental i ail way, 
but as to who holds the stock, eithci cntiicly oi partially paid 
up, and subject to futuie calls, and even though, at any pai- 
ticular time, the people of this country held no Ficnch shaics, 
if a piessure weie felt in Pans from the difficulty of paying up 
the calls, and the interest of money wcic to use, the effect 
would immediately be, that cither lailway shaies oi some othci 
stock saleable on oui exchange would be sent fiom Pans foi 
sale heie, and oui maiket in this countiy would immediately 
isympatliise with that of Pans. Theiefoie, as far as the effect 
I upon the capital of this countiy and the value of money, it 
makes little diffeience to ns who makes the continental lines. 
The chief countnes in Em ope may bo tonned one money- 
maiket, foi they all immediately act upon each othei. If 
money be wanted in Pans to pay calls on i-ailways, the intci- 
e?t will rise and the pnee of stock will fall, and if the shaies 
aie not sent to London foi sale, English, or Fieiich, oi 
Spanish, oi some othei stock which will pay best, will he sent 
and sold on our maikct, and English capital thus absti acted 
to pay up die calls of Fiencli shaicholdeis ; or the contiaiy 
may be the case, and, theiefoie, looking to the futuie effects 
on the value of money, it is quite as needful that wc should 
consider what is to be done m the continental coimtiios by die 
natives themselves as if fiist undertaken by us 

Then as to the eonstiuction of lailways at homo Tlic 
enor to which we liave lefeiied has aiisen fiom the almost 
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ijniveisal confusion between capital, and money as a nieie 
iiistiuinent of exchange People see the same money pass 
fioin hand to hand without diimnishing in quantity by any 
internal woik, and diey theiefoie conclude that the whole 
mattci IS a ineie tiansfei of capital fiom one to another. So 
many millions aic paid foi non, but the iron-master icceivea 
It the money passes fiom die banltei of the company to that 
of the iion-nmstei. Tiue the uon-mastei then agam uses it 
111 his tiade, but he only pays it to the coal-ownei, oi foi the 
loyalty of his mines, or distiihutes it among his woik-people 
who again pay it to shopkcepeis, into whose bankeis it is paid, 
and thus the whole amount paid m constiuctmg a lailway is 
in fact only putting so much money into cuculation to pei- 
foim a lapid i evolution among iron-masteis, timber -dealeis, 
bakers, gioceis, faimeis, &c, and out of one bank into 
another, but actually never sulfeiing any diminution. The 
money is meiely invested by one class of peisons, and as fai 
as diey aie concerned, it has sunk, but it is all gone into the 
hands of others, and as fai as the country is concerned, it 
makes no difference. Such is the view commonly taken on 
this subject, and urged eveiy houi in the day to show that 
railways may just as easily be constiucted to the extent of 
300,000,000/., as now pi ejected, as to the extent of one-tenth, 
as long as they are all in the country. 

Theie is one pait of the constiuction of eveiy railway, 
whether English or Fiench, which, as fai as capital is con- 
cerned, has no effect — and it is an impoitant pail — the pui- 
cliase of the land This is simply and only a tiansfei of 
capital from one secuiity to anothei. Consols are sold by one 
class of capitalists to invest in a ladway, — they purchase a 
quantity of land, and if the landowner does not spend the 
money and so make himself pooiei, but invests it in consols 
or other seciuities, the capital of the country is just as it was. 
It IS a meie change of investment. Butwidi legaidto all the 
rest, except such poitions as aie actually saved by die vaiious 
parties to whom it is paid, and winch go into the general ac- 
cumulation foi the year, ut is as absolutely sunk and taken 
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out of the capital of the countiy as if it had been all scut 
abioad, oi sunk in the sea. Do not let us be nusiindei stood . 
we now speak of the fiist effects upon the capiud of the coim- 
tiy, as to its powei to accomplish woiks; we do not ictei to 
the fiituie effects of such investment, oi to its povvci of ulti- 
mately replacing itself by future piofits that we have already 
explained. 

In oidci to explain this cleaily, it is ncccssaiy that we 
should beai in mind that all capital employed iii piodnetion 
of any kind, m older not to be diminished, must be icplaced 
by the sale of the commodity , and that it is only that poi tiou 
which the piodiicci receives ovci and above his outlay of 
capital in wages, <Scc , that constitutes his piofit, which he can 
expend, to piescive the capital eiitne No doubt all com- 
modities aie produced to be consumed either at home oi 
abroad. The way in which the capital sunk in onv goods cx- 
poited IS lepkced, is easily undei stood. The soiiice fiom 
which the capital sunk in the vaiious pioduets consumed at 
home is leplaced, can only be fiom the expendituie of income, 
and as long as no nioie than the income of the yeai is ex- 
pended m railways oi otheiwise, no i eduction of capital would 
take place, but the moment moie than the income is spent, 
whethei for private use oi public works, to that extent the 
capital is diminished, and actually sunk until it becomes pi o- 
ductive, and even then it is changed from floating to fixed 
capital Supposeaiailway company spend 100,000/ on non 
tme the uon-inastei receives it, but, except the piofit, it only 
replaces his capital, which has alieady been expended , and if 
he pioceeds to distribute it in wages, which aie paid to bakeis 
and gioceis and drapeis, it only replaces (except the piofit) 
the capital which these various parties have already expended on 
their vaiious commodities , and so on tiuongh every bianch 
of tiade,it only (with the exception of piofits foiming the annual 
income) replaces capital already represented rn the conr- 
modities given for it But it is not replaced to the i ailway 
company? it may at some futme time yield a good piofit and 
facilitate mci eased production, but in the mean time it is 
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absolutely sunk It is the dilFeience between a mei chant buy- 
ing 1,000Z. woith of commodities, which he sells again and is 
repaid with a piofit, and one who with 1,000/. builds a house,, 
which, though it ultimately pays him a good interest, is abso- 
lutely sunk and absti acted from capital, for all those who 
leceived the 1,000/, only did so to leplace their own capital 
and profit. 

But tlieie IS anothei view, which will perhaps make this 
mattei clearer, and show the way in which such an absti action of 
capital first is felt on oui money maiket, and which will show 
cleaily that a very laige portion of the money expended on 
our lailways leally does go out of the countiy. Let us suppose 
manufactuieis niLancashiie paying five millions of pounds in 
wages j that money is expended in piovisions, clothing, &c , by 
then woik people, and a veiy huge poition m commodities 
produced abioad, such as the sugai, tea, coffee, a gieat pait 
of themateiial of tlien clothes, &c , but all these commodities 
are paid foi, by a poition of then labom, expoited in the form 
of cotton goods But on the othei hand, suppose y/re millions 
paid foi wages on lailways; tlie same poition goesfoi the con- 
sumption of impoited commodities, tea, sugai, coffee, mate- 
iials of clotlimg, &c , but no poition whatevei of then pro- 
duce is expoi ted, oi can be so to pay foi those commodities 
Agam, with respect to the money paid foi non, the demand 
foi this aiticle inci eases the quantity made, which is aU ab- 
soibed in these undei takings, but the laigest poition of 
the puce goes to pay wages, which aie again to a gieat ex- 
tent expended in ai tides of foieign impoit, while no equiva- 
lent of export IS produced against them, so that a lai ge poi- 
tion of the whole money expended m i ail ways is actually paid 
foi imported commodities, while no eqm valent of expoi t is 
pioduced. Now, this state of things acts in two ways on the 
commeice of the countiy, next upon the exchanges, and 
quickly upon the money-maiket The extiaoidinaiy ex- 
penditure at home increases veiy much the consumption of all 
commodities, both of foreign impoit and home pi eduction, 
and laises then price, as is the case at this time The high 
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piice of foieigu commodities induces to a laigc impoi tatioii , 
the high pi ICC and home demand foi domestic pioduec cause 
a deci eased expoit. The exchanges aic thus tinned against 
us, and we must leinit money fin die payment of that balance 
cieated by the use of tliose fbieign commodities consumed in 
this countiy by those, no part of whose piodiicc had been 
cxpoited to lepicsent then consumption. One ol the most 
ccitain symptoms that can be shown of an undue absoiption 
of capital going forwaid in mtcinal investments, is when we 
see our impoits mci easing moic lapidly than oiii cxpoits, 
01 when the foiinei aic inci easing and the latter arc di- 
minishing. 

Tins IS a point which cannot be too closely watched by all 
paities engaged m commerce, and especially by bankcis. 
These symptoms have alieady made their appeal ance. Oui 
imports are lapidly inci easing, and up to the end of last ycai 
the expoits inci eased equally much. Thus, not only is the 
capital employed in constiuctmg home railways, as absolutely 
absorbed as if it were used to construct Fieiich lailways, as 
fai as the money-maikct IS concerned, but in reality a laige 
portion actually does go abroad m payment of commodities 
used by those who constiuct the lailway and piovide its 
mateiials 
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ARTICLE I. 

The Bank Act of 1844 — Syatem of Baitei — A Standnid of Value — lutroiluLtioii 
of Money — ^Wliat is a Pound > — Banks of Deposit — March 8, 18 15. 

We think it will be geneially conceded that Su- Robeit Peel’s 
cmiency measure of last yeai, was not subjected to that dis- 
cussion, either in Pailiament oi by the pi ess, that we might 
fail ly have expected, consider mg its vital impoitance to the 
countiy at laige, as well as the poweiful piivate inteiests 
which it was calculated immediately to affect. Tins pi obably 
aiose fiom the fact, that the abstiact principles of curiency 
and banking had really atti acted the consideiation of aveiy 
small number of individuals It was equally appaient in die 
House of Commons, and in die countiy at laige, when the 
Minister pioduced his measme, that men generally were 
totally unpiepaied to give any intelligible assent to, or dissent 
horn, the fundamental principles on which it was based. Tins 
was evident in a lemaikable degree in die House of Commons. 
Sii Robeit Peel himself, and most membeis who spoke in 
diose debates, and some who, on the occasion, “rubhod into 
pi int,” suppoited the measuie by views so palpably eiioiieous, 
as to piove, beyond any doubt, that they had a veiy impeifect 
notion of the fundamental principles on winch they were 
pioceeding. 

The discussions of last year, however , have at least had the 
effect of di awing a consideiable degiee of attention to the 
subject 111 the interval ; and though we feai no very great 
pi ogi ess has yet been made in cleai ing away the popular eii oi s 
and mystifications in which the subject was enveloped, yet 
we believe theieismoie disposition to adnut that the principles 
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on which Sn Robert Peel proceeded, almost by nccl.iniation, 
aie yet fanly debateablc, and many have ah eady a veiy stiong 
conviction that the whole supeistiuctmc piocecded upon liy- 
podiesis, gioundless and vmsuppoited by facts. 

As a fuithei application of the same piinciplcs to baiikiiig 
m Scotland and Ii eland is about to be pioposed to I’ailiament, 
when occasion will again aiise for discussing the fundamental 
grounds on which the Ministci piocceded, as well as then 
suitableness to the new cases to which they aie to be applied, 
we think it worth while to cntei into the subject moic at 
laige than the scope of a weekly peiiodical will usually admit 
of to any one subject It has been intimated by Sn Robeit 
Peel, that he does not intend to intioducc any iiieasuic in re- 
gal d to the banking of Scotland and It eland till aftei Eastei , 
and we, theieforc, piopose to considci, in tins and following 
nmnbci s, in as concise and popular a way as lies in oui powei — 
First, The fundamental pimciples on which cmi'cncy and 
banking aie based, and by winch they aie regulated. Sctoiid, 
The application thereof to the cuiiency and piacticc of bank- 
ing in past times in England Thud, The application ibeicof 
uiidei the bill of last session And, foui th, Thou application 
to die Scotch and Ii ish systems of banking, including a con- 
sideration of any diffeiences which exist between them and 
the banks in England, m then neccssaiy connexion with the 
woiking of the now bill heic. 

The chief piactical and immediate object which we have in 
view has i elation to the thieatencd legislative intcifercnee with 
the bankeis of Scotland and Iiclaiid In the foimci countiy 
a stiong excitement has prevailed on the subject foi some 
months back, but wc have puiposcly lescivcd oui obsei vations 
thereon untd this time, when it acquires a pi actical and legis- 
lative importance. We cannot, howevet, avoid remarking, in 
tire outset, tliat if the claim of the Scotch system of banking 
lested only on the leasonings adduced in its favoiu m the 
numeious speeches and documents which have come before us 
dm mg the last six months, it would have as little chance, as 
indeed it would have a just right, foi any consideiation on the 
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pait of tlie Goveinraent. The mass of absuid exaggeiation 
which has been spoken and wiilten in favoui of the system, in 
some of the ncwspapeis paiticulaily, has only been exceeded 
by the inci edible folly that has been vented against it. We 
believe, aftei the most careful and most earnest investigation, 
tbae the Scotch banking system is founded on the most correct 
piinciples, both of science and piactice, and it has giieved us 
beyond measuie to see so much ignoiance and exaggeiation 
piessed into its suppoit as it has been oui lot to lead of late. 
These may no doubt be looked upon as the lesult of a soit of 
instinctive legaid for a system, the piactical opeiatioii of 
which had been found highly and geneially beneficial — of a 
system which had acquiied the attachment, almost veneiation, 
due to ancient institutions, which have diffused almost un- 
mixed good , but it must not be a matter of suipiise, when 
the question comes to be tested in debate in the House of 
Commons, if Sii Robeit Peel, m his gieat adioitness in dis- 
cussion, IS found making an appaiently stiong case, by con- 
fining himself to combat the numerous and flagiant enois 
which have been put foith, and leaving altogethei untouched 
the moie substantial aigumeiits and piinuples involved. Fioni 
these leniaiks we would, liowevei, exclude the cleai and 
intelligible lesolutions published by the Cliambeis of Com- 
meice of Glasgow and Dundee, and some othei documents 
With tins explanation of oui object, we will pioceed to a con- 
sideration of, 

Fust, The fundamental piinciples on which curiency and 
banking aie based, and by which they aie legulated. 

In tieatmg this subject thioughout, we will assume a peifcct 
agi cement as to the necessity of papei issues being at all times 
and iimmediately convertible into the com they repiesent, and 
we wiU theielore not feel it a duty to go out of oui way to 
piove the necessity of this piinciple being steadfastly adheied 
to as the only secuiity foi a safe cuiiency , though, incidental 
to some of oui other illustrations, aiguments and leasons may 
be deiived in favour of that pimciple In doing so, it is not 
that we wish to pass any slight upon those who hold a diffeient 
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opinion, but that wc do not wish to encmubei tins discussion 
with that question. Fmthei, we will concede to Sii Robeil 
Peel, 111 the most unqualified tcims, an agicciiicnt with hiiii, 
when he said last yeai— 

“We should infei, ceitainly, fioni icasoniiig, that fice com- 
petition 111 die supply of any given aiticle will pi ob.ibly ensure 
us the most abundant supply of that aiticle at the cheapest 
late. But we do not want an abuiidaiit supply ol cheap pio- 
missoiy papei PT^e loant only a certain quantity of paiiei, not, 
indeed^ fixed and definite in nominal amount, hut just such a 
quantity of paper, and that only, as shall he equivalent in point oj 
value to the com it ? epi esents, If the papei ho cheaper than the 
com, it is an evil and not an advantage ” 

With the opmions expiessed in the laltei half of tins quota- 
tion in Italics, we peifectly agree, and with the foiniei half 
also, if such a supply is lefeiied to as .could possibly destioy 
the essential quality lepiesciitcd in the lattei. 

In the gencial inquiiy bcfoie us we will not tiavel back to 
consider the necessities which fiist led to the use of money to 
facilitate exchanges. We will commence when the piacticc of 
baitei ended, and the necessity piesented itself of determining 
upon some eoimnodity as a common standard of value, in rela- 
tion to which that of all othei aiticles should be lefoiied. 
Dm mg a state of baitei, and bcfoic any common standaid 
was fixed, the lelative value for which all commodities would 
exchange would be determined immediately by the pi opoi tioii 
of the supply and demand of die vaiioiis aiticles, but ultimately, 
and in the long run, by the actual cost of laboiii in pi odiiciiig 
each. It might cost exaedy die same laboiii to pioduce 
a quarter of wheat, an ounce of gold, a ton of non, and a load 
of tmhei But, by some accidenul cucumstanco, a gieatei 
demand foi wheat and iron might aiise dian usual, and the 
immediate demand for these two aiticles might cause a quaitci 
of the one and a ton of the othei to exchange for an ounce and 
a half of gold, oi a load and a half of timber , but if the laboui 
lequiied foi then pioduclion contmued still die same, a gieatei 
poition would be applied to the pioduction of those most in 
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demand, until again similai quantities of all would exchange 
foi each othei. Thus, in the state of baitei, supply and de* 
inand aie the immediate regulatois of exchangeable value, and 
cost of pioduction, the ultimate And when the inconvenience 
of the baitei system led to the fixing of a common standaid 
ot value, this pimciple was m no way alteied 

In fixing upon any one commodity, as the common standaid 
in 1 elation to which the value of all others should be expressed 
and detci mined, foi obvious leasons it was desnable to select 
that which vaiicd least in its cost of production, which pie- 
sented in any given weight oi bulk the greatest value, in oi dei 
to leiidei It most poi table, and which affoided the facility of 
an easy subdivision into different sized parts to repi esent va- 
iious quantities of othci commodities. Foi all these pui poses 
the piecious metals piesented the most favouiable combination. 
We accordingly selected gold as our standaid. The necessity 
foi selecting only one article, a single standaid^ will be appa- 
lent, when we consider that, viitually, the system of baitei, 
though nominally abandoned, was still as much as evei piac- 
tised, with tins diffeience, that instead of a ton of iron^ a 
qiigrtci of wheats and a had of tinibei being exchanged foi 
each othei, each became exchanged foi its equivalent in gold, 
the standaid in lespect to which the value of each was cx- 
piessed Still, liowevet, the actual i elation of cost was pie- 
seived between the standaid of value and odiei commodities 
As m a state of baitei, the value of eveiy aitiele still vaiied in 
piopoition to its cost and the cost of gold, oi the quantity of 
laboin necessaiy to pioduce them But if a double standaid, 
say of gold and silvei, weie adopted, as these two commodities 
would vaiy fiom time to time in lelation to each other m the 
cost of then pioduction, no othei conunodity could at all times 
be expiessed by any fixed lelation to both. If silvei became 
more plentiful, a qiiaitei of wheat would exchange foi a 
gieatei quantity of silvei, while it would exchange foi no 
inoie gold. It is, theiefoie, essential, whatever standaid he 
adopted, that it shall be of a single value, though that value 
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may fluctuate like othei commodities, but the less so the moie 
convenient will it be as a standaid 

Having fixed the commodity by winch tlie value of all 
others should be expiessed, and which should be used as a me- 
dium of exchange foi all such other commodities, it became 
necessaiy to test the weight anAJinemss of the metal so used, as 
well as to subdivide it into convenient quantities to lepiesent 
the diffeient poitions of odiei commodities leqiiired to be ex- 
changed. Foi this pm pose gold was subdivided into cei tain 
pieces of unifoim weight and quality, and as a guaiaiitce to 
the public that each piece did contain the professed weight, 
and was of the piopei fineness, die Government affixed a 
maik, which constituted die com oi money in whicli value be- 
came expiessed, and accounts kept, and which com coiic- 
sponds now with die denoimnation “pound” 

But It was found, in piactice, that we lequhed smaller sub- 
divisions, 01 coins, than gold could be conveniendy made to 
answei, and we wcio obliged, foi lower dcnoiiimatioiis, to have 
lecouise to cheapei metals Silvei and copper weie accoid- 
iiigly adopted, and coined m then i dative value to gold into 
shillings and pence But as we have befoie shown, that al- 
though these metals might be at the time, when the weight of 
each denomination of com was fixed, in exact lelation to thou 
actual lespective values, yet that they aie exposed to a change 
in that lelative value inconsistent with dieii being considered 
a standaid of value in themselves To prevent any mcon- 
vemence, theiefore, from then use as money beai mg a unifoim 
lelation to the gold com, it is enacted that they shall only be 
a legal tendei of payment to a given sum — silvci to the extent 
of foity shillmgs , so that any slight vaiiation which may take 
place, between the mti msic value of gold and silvei as com- 
modities, can nevei distuib the value of oui coinage to a 
gieatei extent in any one payment than that slight variation 
amounts to, m foity slulhngs 

We adopted the teimpownd, foi leasons unnecessaiy now to 
lefei to, as oui chief money in account, and the fiist step m 
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oul coinage was, theiefoic, lo deteimine wlut quantity of gold 
each of these pieces lepiesentmg apouTid should contain. This 
was fixed so that one ounce of gold shall make th ee of such 
coins, and a poi tion of a fouith equal to 17s 1 O^d., of the sub- 
sidiaiy coins Thus, if 100 ounces of gold aie coined, diey 
wilipioduce 100 times 3Z. 17s. lO^d, oi 389 soveieigns, with 
a fi action woith 7s 6d left ovei — that is 389 Z. 7s fid It is 
tlius that gold is said to have a fixed pi ice of 31. 17 s. lO^d, the 
ounce, wluch, howevei, leads many into great erroi on tins sub- 
ject, by supposing that die value of gold is fixed, while it is on- 
ly that the weight of the com is fixed. It is not stiictly collect 
to say that 31 17s. 10|d. is the puce of an ounce of gold. It 
would be moie coirect to say that an ounce of gold coins into 
31. 17s. 10-^d., while howevei, each coin, oi the ounce itself, 
will vaiy ill value in lelation to all othei commodities, by the 
common law of supply and demand A pound does not vaiy 
in Its 1 elation to an ounce of gold, noi does the ounce vaiy in 
Its 1 elation to the pound, in fact, the effect of the whole, on 
which so much mystification has existed, is simply to detei- 
mine the weight of the com called a pound, but has nothmg to 
do with its value 

It is, howevei, essential to beai m mind, that neithei the 
adoption of gold as the standaid of value, noi its being coined 
into money, have the effect of alteiing its intimsic ielative_ 
value to othei commodities, noi the oiiginallaws which detei- 
mined the changes m that value Gold, as the standard of 
value, and as a coin, is exactly what gold was when a iiide and 
simple commoditg of baiter , the only diffeience being that all 
changes of value aie now expiessed in the one commodity of 
which the com consists Theie aie foui simple ways in which 
two ai tides can fluctuate in then lespective values. Foi ex- 
ample, take wheat and gold, and suppose one quaitei of the 
one exactly equal to one ounce of the othei 

First, Wheat might become veiy scaice, and double in 
value, whde gold was stationaiy, and thus, one quaitei of 
wheat would become woi th two ounces of gold , oi 

Second, Gold might become veiy plentiful by mci eased 
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supplies fiom the mines, and of half the value, while wheat 
lemained stationaiy, and dius, also, one quaitci of wheat 
would become woidi two ounces of gold. 

Third, Wlieat might become veiy abundant, and woith 
only half its foiiner value, while gold was stationary, and thus 
one ounce of gold would become woith two quaiters of wheat, 
01 , 

Fouith, Gold might become veiyseaice, and worth double 
Its foimei value, while wheat was stationaiy, and thus, again, 
one ounce of gold would become woith two quaitcis of wheal 

The same effect may take place m the lelativc oi exchange- 
able value of two commodities, eithci by the mci eased supply 
and lowei value of the one, oi by the imiuishcd supply and ‘ 
higher value of the othei . This was the case with an ounce 
of gold in Its oiigmal simple state as an aiticle of bartei. It 
IS still the same in its new state, corned into SI 17s. lO^d. of 
money The only diffexcnce being that, in the foi mcr case 
we should have said indilfeicntly, “ an ounce of gold js icorth 
two quarteit of loheaf, oi two quarters of wheat aie worth an 
ounce of >,old” wheieas, since we adopted gold as the coiniiioii 
standaid or measme of all value, we now iiivaiiably cxpicss 
all fluctuations of value in that standard, or the coin rcpic- 
sGxitmg It, and we say two quarteis of wlieat aie woith 
3/ I7s 10|d., 01 38s. llijd the quaitci. If gold, as a com- 
raodity, becomes seal ce, the values of all othoi ai tides arc ex- 
piessed by smallei amounts of com, and become iiommally 
cheaper. If gold becomes moie plentiful, the values of all 
othei ai tides aie expiessed by larger amounts of com, and 
become nominally dealer Oi, if any one commodity becomes 
moie 01 less plentiful, its pi ice in com vanes aceoidmgly, and 
the 1 dative prices of any number of ai tides accurately de- 
scribe the vaiious changes which take place m their mtiinsic 
relative values fiom time to time. But theie is nothing m all 
this vaiying in any one essential point — the ongmal system oi 
mdiserimmate baitei between gold, wheat, timbci, non, or 
any othei commodities 

Tlie pre? ogative of coining," conceining which such foolish 
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and extiavagant notions exist even among intelligent men, is 
nothing moie oi less than simply attaching an authoiitativc 
stamp on a given piece of metal, by which it is known to con- 
tain a given weight of a given fineness ; and simply to save 
the gieat tiouble and mteiiuption to business which would 
aiiae fi om the necessity to weigh and assay every piece of gold 
offeied in payment, and to calculate its value m money m 
account, that is in die piopoition which one ounce bears to 
8f. 17s. lOid 

It IS, howevei, apparent, that when a standaid of value was 
thus agi ced upon, and corned into money as the immediate in- 
stiument of exchange, it became necessaiy that the public 
should fuinish themselves with as much of such com as was 
needful to conduct the business of the countiy, and to foim a 
medium foi the mteinal ciiculation of commodities. On this 
point much misundei standing and ignoiance pievail. Wlien 
we talk of gold being the umveisal standaid of value, by which 
the puce of any othei commodity is detei mined, and into 
which eveiy money obligation is lesolveable, people cannot 
compiehend how that should be so, seeing theie is so small a 
quantity of gold m piopoiUon to the amomit of obligations 
and commodities It will, howevei, he lemembeied that the 
bulk ofpiopeity consists of commodities m stock m the couise 
of con vei Sion fiom one state to another, oi waiting to supply 
the wants of the community, in the stoies of the dealeis , and 
that the only pmpose foi winch money is lequiied is as the 
simple means of tiansfeiimg them diiect fiom one hand to an- 
othei The same identical com may be used in one day to 
tiansfei its value in commodities a bundled times oi often ei. 
Noi does any one letain moie com in his possession, as a com- 
mon iTile, than is needful to conduct his business. A shop- 
keepei may nevci have a stock of less value than five thousand 
pounds ; but he may nevei have oi lequiie a laigei amoimt 
of com at any one time than one bundled pounds So with 
all book debts and obligations expiessed m money. The leal 
objects exchanged, boiiowed, oi lepayed, aie vaiious com- 
modities. Money is meiely the mstiument by which the act 



IS peifol’med, and m which the account is kept and the i da- 
tive values calculated Tlieie is, theiefore, no othci limit 
but tune and individual activity, as to the iiumbei of accounts 
and payments, foi the settlement of which the same money 
may be used But, diough a compaiatlvely small sum of com 
was lequaed to conduct the business of the countiy, yet ft is 
evident that each individual must have as much money at his 
conunand as lie lequiicd foi his own daily uses, and as he 
could not conveit his stock into money at all times •when he 
might lequiie it, without saciifice, it became ncccssaiy that 
he should accumulate money in his possession from his daily 
leccipts to meet payments falling due on a distant day, oi to 
make fuithei pui chases of commodities as he leqiuied them 
Amd thus a laige amount of money was witlidiawn fiom the 
circulation, and leinaiiied foi a tune idle and unpiofitable, and 
at a ccitam iisk, m the tdls of individual dealeis, which could 
only be a loss to the community at laige by so much capital 
lemamiiig idle, for winch the additional piolits of business 
must compensate die dealei. 

This loss and inconvenience led to the establishment of 
banks of deposit. A man of known propeity took all the spaic 
capital ol individuals into his possession and keeping, on the 
condition that he would lepay it at any time on demand The 
hankei took upon himself all the iisk of its safe keeping, he 
undeitook to peifoim ceitain sei vices foi his customei m keep- 
ing his nioney accounts, and m most cases to pay him a ceitam 
late of Intel est foi the money so deposited To enable him 
to do all this, and to be lemuiieiated foi the trouble and iisk 
which he took upon himself, the bankei was understood to use 
the deposits of Ins cnstomeis m such a way as yielded linn a 
laigei Intel est than he allowed But as the bankei was midei 
die obligation to letuiii the money so boiiowed whenevei de- 
manded, he could only lend a cevtam poition of it, and even 
that for shoit periods, oi on such secuiities as were easily 
agam coiiveitible, if he lequiied the money before it was le- 
tuined to him. In the course of time each banker obtained 
by expeiieiice a collect knowledge of what poitioii of Ins do- 
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posits he could on an aveiage safely invest oi lend to otheis, 
so as not to endangei his powei of meeting all usual demands 
upon hun But it is quite evident that in this lespect the ex- 
pel lence of any one bankei would diffei very materially fiom 
that of otheis, accoiding to the natme of his business. A city 
baifkei who keeps the money of mei chants oi stock-biokeis 
whose object it is nevei to have moie unemployed money than 
IS absolutely necessaiy, but who have laige payments to leceive 
and make, and theiefoie whose balances at their bankers will 
sometimes be very large, and at otheis compaiativcly os small, 
would have to follow a very diffeient lule fiom that which it 
might be safe for a West End bankei to do, who kept the 
money of noblemen and gendemen, and which was diawn out 
gradually foi expendituie, and leplaced peiiodically when then 
lenls 01 incomes aie leceived. No geneial lule oi law could 
be flamed applicable to all cases Individual prudence, cau- 
tion, and disci etion could alone be lelied upon, not only as 
to the extent to which balances might be used at all, but also 
as to the mannei in which they could safely be used, m oidei 
to enable die bankei to meet all demands upon him regulaily, 
and to seem c him against insolvency 

But one thing is quite evident, — the more piohtable, con- 
sistent with safety, the use of such deposits could be made to 
bankers, the moie would they be wdliiig to give to the public 
foi the teinpoiaiy use of then spaie money, that is, provided 
the business were open to fiee competition. 

By the establishment of banks of deposit, we theiefoie see 
that much less money oi com became lequisite to conduct 
business, foi, instead of eveiy individual keeping beside him 
the necessaiy funds to meet his futuie payments, oi make his 
futuie pui chases, each lent them to his bankei with the confi- 
dence of leceiving them back when w'anted, and the bankei 
used them in such a manner as to facilitate business and en- 
couiage pioduction m othei ways The bankei, theiefoie, 
became the simple agent between a numeious class ol leiideis, 
and a numeious class of boiioweis, intei posing his security to 
the formci, with his snpeiioi knowledge of the condition and 
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chaiactei of the lattei, by wbicb means the capital of the 
countiy was so economised, and lendeiedas much moie effec- 
tive, as if a leal addition to its amount to the same extent had 
taken place. 

In the fiuthci pm suit of this subject it will be moic appa- 
lent dian it may now be, to oui leaders, how neeessaiy it*was 
to lay this basis foi the piactical supeistructuie which we shall 
leai upon it. 
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The Bank Aft of 1841 Contimieil — What is Meant hy a Gontiact to Pay a Spe- 
*ciI1l Sum Diflereiiee helwecn Capital and Ciurcncy or Ciitiilatioii — Con- 
fusion by not Obseniiig the Distiiutioii — ElleLts ot the Efflux or Influx of 
Biilhou upon the Ciiculation — Paiallel Eftcets upon a Puiely Metallic Ciu- 
loiity, and one Mixed of Con eitible Papa and Coni — Match 15, 1815 

After having fixed upon gold as oiu standaid of value, and 
detei mined how much of that metal each coin should contain, 
It IS deal that eveiy contiact oi tiansaction, expiessed in 
money, did in leality lefei to a ceitam coiiesponding 
quantity of gold. If a peison made a pui chase of any com- 
mochty to the amount of 3Z. 17 a. lO^d, and paid for it ni 
coin, he did in leality exchange one ounce of gold foi such 
commodity. So, also, if any peison, in malang a puicliase, 
stipulated to leceive six months’ ci edit upon such pin chase, 
the money value was ascei tamed at the time, and it became a 
debt of so much com oi gold, and payable at the teimination 
of the peiiod of ciedit, in such quantity of com oi its equiva- 
lent. If a man coiiliacts a debt oi giants an acceptance to be 
paid m twelve months foi 3/ 17s lO^d, oi 46?. 14s, 6c?, or 
467? 5s, he leally docs undeitake to pay one ounce, oi one 
pound, 01 ten pounds of gold foi the lespective sums named, oi 
then equivalent It is not, howevei, necessaiy that debts 
should actually be paid in gold, noi is it even piobablc that 
they vnll be so in a society at all advanced in commcicial and 
banking institutions It is moie likely they will be paid by a 
meie tiaiistei of a ciedit with a bankei, eithei by means of a 
cheque oi by lefeiimg the holder of the acceptance to a bankei 
foi payment Neveitheless, in whatevei foim payment takes 
place, 01 whatevei shape a debt m money assumes, it is still 
so much gold that is indicated by any sum of money in account 
Hence, when goveinments oi monaichs intcifere with oi altei 
the intiinsic value of money, a piactical fiaud is comimtted 
on all existing cieditois if its value is depieciated, and on all 
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existing debtois if its value is appieciatcd , all now and futiuc 
ti ansae tions would be accommodated iheicwitli, but in lespect 
to existing liabilities, a fiaud would be committed as mucli as 
ifapoition of gold weie foicibly taken fiom one man and 
given to anothei. It is a meie conventional aiiangcmcnt, and 
inatteis little bow much gold, money in account, oiiginall/, is 
made to contain, but once detei mined, and ti ansae tions en- 
tered into m respect diereto, it should be held as inviolable as 
any just claim between man and man can be. Still, even 
with the most sbict adheicnce to the value of the com, the 
community is not altogether exempted horn fluctuations, fa- 
vouiable to some and unfavourable to otheis, in so far as the 
intimsic value of gold itself, as the standaid of value, may 
vaiy. Thus, if, by a sudden mciease fiom the mines, gold 
becomes moie abundant, and its value m relation to othei 
commodities falls, all creditois at such a time suffei thatdepic- 
ciation, and debtois aie conespondmgly benefited; oi, if a 
sudden extia demand weie to aiise for gold, foi example, 
totally to displace an extensive paper cunency, oi the vaiious 
foims ofbankuig ci edits, the value of gold as a commodity 
would rise, all existing ei editors would be benefiled, and ex- 
isting debtois would be so fai injiued. This, howevei, is a 
liability which must attach to any aiticlc whatevoi, that is 
fixed upon as a standaid of value, but less so with gold than 
any othei, as the circumstances of its production and the ob- 
jects of its use aie moie umfoim dian diose of any othci 
commodity. 

Before enteimg fuither into a consideration of the piactice 
of banking, we think it ui the fiist place essential to cleai up 
what we may almost tcim a miiveisal confusion among wi iters 
and expoundeis of cmiency and banking, viz., in mixing up, 
and in no way disciimmating between money, com, oi bullion, 
as capital and as ci?culatwn or current^.* To an absence of 
any pioper disci immation of money oi com as pcifoiming the 
function of cmiency, and as repiesentmg capital, we think wc 


I\Ir Tooke » very clear m this disimction m hla last patupli'c 
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can clearly tiace the oilgiii of what appears to us the funda- 
mental euois of Sii R. Peel’s banking measuie, and of that 
system oi pimciple of curiency on which it is obviously, though 
not avowedly, founded And, tiieiefore, to this part of our 
inquiiy we must crave an earnest and close attention, as many 
of oui subsequent leasonings and arguments will have lefci- 
cnce theieto 

We will premise, first, that we shall throughout treat coin 
and bullion of couesponding weight as of the same identical 
value, foi in the absence of any chaige for seigmoiage on 
coming, and with perfect fieedom to export and import alike 
the one oi the othei, no difference can exist in then mtiinsic 
value as a ineie commodity, as lepiesenting capital, oi foi 
tiansmission to foieign countiies; and, next, that at present 
we aie treating of a supposed case, in winch metallic money 
was alone in use, and before the mtioduction of paper. 

Ill oiu last aiticle we showed that, when gold was first 
adopted as a standard of value, and money coined, it became 
necessary foi those havmg payments to make to supply them- 
selves with a portion of this com necessary to peifoim that ob- 
ject, and, m the fiist place, a poition of the capital of die 
countiy must have been invested m com to accomplish this 
necessary function , foi, it will be borne m mind, that the poi- _ 
tion of com used as cuiiency has no value or utility whatever, ex- 
cept as a mere instrument of exchange — except as a medium of 
tiansfeiimg commodities indirectly that cannot so conveniently 
be passed duectly In fact, it is simply to avoid the obvious 
inconvenience of baitci that the community consents, and finds 
It more profitable, to invest a portion of its capital in gold 
com, to be used only as an instrument of exchange , and tlieie 
IS no doubt that the time and laboui which aie saved by the 
inteiposiLion of com, as compared with a system of baitei, 
forms an ample lemuneiation foi the poition of capital with- 
drawn from productive souices, to act as asmiplc ciiculatoi of 
commodities, by render mg the lemainder of the capital of the 
countiy so much more pioductive. Still, whatevei corn is ac- 
tually used in circulation, although it may aid the pioductivc- 
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ness of the geneial capital of the countiy, is itself so much 
withdiawn fiom productive uses to peifoiiii tlie simple func- 
tion of cuiiency It is, theiefoie, obvious that the smallei 
the quantity of coin which can be leiideied efficient foi that 
puipose, consistent with the safety of public and piivate in- 
teiests, the bettei for all. 

Well, then, when money fiist came into use, a poition of 
the capital of the countiy was invested tliereiii to supply the 
wants of the community , but, as we showed inoui last aiticle, 
a much laiger quantity of ciiirency was requited foi a given 
tiade befoie the establishment ol banks of deposit than aftei- 
waids Befoie the establishment of banks, every tiadesman 
and piivate peison, independent of the money actually in use 
at any given moment, requned in addition, to keep ceitain 
leseives, in piopoitioii to then tiansactioiis, to meet accidental 
demands oi liabilities becoming due In consequence of this 
necessity, the amount of capital withchawn foi the pui poses of 
cuiiency was gieatei, at all times, than the actual ciiculatioii 
of conunodities lequiied. 

The establishment of banks of deposit, as explained in oiu 
last aiticle, effectually cm ed this evil, as fai as then influence 
extended, and was the fiist step to economise the cmiency. 
Remaik caiefully how that was accomplished. The leseives, 
befoie lequiied to be kept by piivate individuals and tiadeis, 
weie accumulated m die hands of thebankei, who was able by 
ceitain lules and plans, to which we shall afteiwaids moic 
paiticulaily alliide, to employ a laige portion of them in aid of 
additional and new pioductive powei, at the same time secui- 
iiig to each depositor the letmn of his money at the moment he 
lequiied it. Now, it must be quite clear to those who die at 
all familial with such subjects, that by tins means a laige por- 
tion of the money oi com hitheito used as cmrency oi circula- 
tion, witliout unpairmg those functions, was tiansfeiicd to 
capital — ^was ahsti acted fiom the unproductive com m the 
hands of the public as circulation, and, through the medium 
of the bankei, restoied, as capital, to such an extent as cii- 
cumstanees leiideiedpiudent, to pioductive pui poses. The 
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effect, in point of fact, was the same as if so much new capital 
wcie added to the wealth of the count! y. 

It IS, theiefoie, deal that only that portion of com oi money 
which IS at any time m die hands of tlie public, employed in 
peifoiming the exchange of commodities, is entittled to be 
deeined circulation, while all the com, or money, or bullion, 
lying in the hands of bankeis oi merchants, seeking an oppoi- 
tunity foi pi off table mvestment, la capital- capital, it may be, 
withdrawn fiomthe circulation, eithei peimaiiently, by the m- 
tioduction of an economising pimciple, oi tempoianly, at 
particulai periods of the yeai, when less euculation is re- 
quued. Nor is the matter changed m any way because de- 
posits aie for short peiiods and always at the command of the 
depositois , foi, if withdiawn by one, they ai’c leplaced by 
anothei, and the geneial aveiage docs not vaiy much The 
vaiiations in the amount of deposits that do take place, aiise 
fai moie fiom the amount of the piivate capital of individuals 
tempoianly disengaged and seeking employment, than fiom 
any vaiiations which occui in the ciiculation 

Let it, howcvei, be obseived that the yielding up of this 
spate com fiom the cnculation in the hands of the public, to 
deposits in the hands of hankeis, is a volmitaiy act, and will 
only be done as fai as the convenience of the community and 
the necessities of tiade peimit, and that the advantages of 
such aneconomy of cnculation, though of immense impoi tance 
to the country at laige, yetaie veiy suhsidiaiy tothe individual 
tiadeis, compaied with the gi eater objects and functions of 
ciiiiency — and that cuiiency on the laigest scale on which it 
can ever be requiied is so trivial in piopoition to the whole 
capital, the productions of which it is used to circulate, that 
the public will never yield up to the uses of bankeis moie than 
IS perfectly convement and consistent with then wants. 

The public convenience and command of capital and ciicii- 
lation are the cause — deposits and bankeis the mere effect, m 
the relative positions m which each stands to the othei. Tlie 
former can always act powei fully on the lattei , but the latter 
can at any time act but veiy feebly on the foiinei. In the 
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case befoi'e uSj it is quite deal the banker would have no power 
whatever to influence the amount of ut culatuni, which would 
be determined only by the actual amount nccessaiy foi the 
public to letam in then hands to accomplish the daily ex- 
changes. If tiade iiici eased, — ifagiealei numbei oflabomcrs 
became employed, if moie wages weie paid, and if cOm- 
mochties lose ui puce, the public would find that thcyie- 
quned to keep a laigei poitioii of their capital m money to 
ariswei these new calls, thecnciilation would mcieasc and de- 
posits would decieaso, and, as the amount to be lent would be- 
come sinallei, while the desne toboiiow would, fiom smiilai 
loasoiis, become greatei, the rate of uiteiest would rise The 
leveise of this would occui if bade diminished, fcwei la- 
bom eis weie employed, and commodities fell in price, less 
coin would be required foi circulation , after a time capital 
would be disengaged, deposits would inciease, and the rate of 
inteiest would fall But in all this the banker is the mere 

PASSIVE AGENT 

But if the confusion of ideas is great as to the ti ue dilTerenco 
between com oi moraey peifoiming the function of cwc-uhtion 
and that peifoiming the function of capital, it is i ciidci cd 
even gicatei by extending this indisciimiuate association of 
ideas alike to com in cuculation, com in the possession of 
bankers, eithei waiting foi investment as capital, or held as 
leseives to meet unusual demands upon them, and bullion in 
the hands of the unpoit mei chant, oi held by bankeis as ic- 
seives to answer tire demands of their depositors m the event 
of an adverse foieign exchange 

A veiy geneial notion exists that oui cuculation oi cm- 
lency, if it weie, as we have now been supposing it to be, 
purely metallic, would expand and contract exactly in pio- 
poitioii as the precious metals flowed into, oi out of, the 
countiy. Very little consideration will show how utterly 
gioundless such a notion is in reality. Important as gold 
may be in tlie peifoimance of its function as a cuculating 
medium, it is not less so m many othei capacities It lias an- 
olhei distinct function to pcifoim in Us chaiacter of i-esejue? 
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of capital held by bankeis to meet demands upon them, and 
in this capacity may be actively used to a gieat extent without, 
in any way, affecting the amount of com actmg as circulation 
Laige sums of money may become due by the customers of 
a bankei A, to the customeis of a bankei B, and on a given 
day* the fonnei may withdiaw such sums fioin then bankei, 
but they would only be tiansfened to the bankei of the lattei, 
to be used again by him to meet the curient liabilities of his 
customeis. The amount of the pi ccious metals necessaiy to 
be held by bankeis foi tliese puiposes, will depend, in a gieat 
measuie, upon the peifection of banking aiiangements for 
tiansfeiring capital, upon tlie chaiacter of then individual 
busmess, and upon the confidence entei tamed of then sol- 
vency But nothing can be moie clear than that no one lule 
can be equally applicable to all, whatevei may be then cicdit 
01 the natme of then busmess. 

Cncumslances may aiise which may lendei it deniable foi 
bankeis to inciease those leseives, oi which may lendei it 
safe and moie profitable to dunmish diem, and a gieatei oi 
smallei amount of gold may be lequned at such different pe- 
liods, which, howevei, could nevex be effected by any action 
on the cnculation, but by a deciease oi mciease of the rate of 
mteiest. It is quite tiue, that, consequent upon a material 
change eithei way, the amount of cncidation might be ulti- 
mately affected, if, by diminishing die late of mteiest, moie 
indiistiy were called into exeicise, and a laigei amount of 
conunodities lequiied to be ciiculated, the com letamed in 
the hands of the public as circulation would be mci eased , oi 
if, on the othei hand, hy laisnig the late of mteiest, less la- 
boui weie employed, and a smallei amount of commodities 
weieacquiied to be ciiculated, the com vetained foi that pur- 
pose would be less, and a laigei poition would find its way to 
the deposits with banlceis, oi would be invested m mteiest 
beaiiiig seciuities But the essential thing to beai in mind 
heie, is that the action on cii dilation in eithei cases is the 
effect, and that somewhat i emote, and not the cause, of a 
change in the amount of bullion held on the pait of bankeis. 
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It IS the ultimate consequence of then efFoits to obtain moic of 
the piecious metals, and not the means by winch they can ac- 
complish that object. This distinction is of the utmost con- 
sequence, 

Again, anothei and fai moie extensive use of the precious 
metals, whethei as com oi bullion, is foi the puipose of tians- 
mittmg capital fiom one countiy to anothei , and to balance 
the meicantile exchanges This commodity is employed iii 
piefeience to any othei, because it has a moie uinfoim value 
in ah countiies, and is allowed to be impoitcd and expoitcd 
altogethei fiee of duty. Suppose, theiefoie, the trade of this 
countiy shall have been for a consicleiable period much 
depiessed fiom any cause, and the puce of oui pioducts un- 
usually low, a laige expoit of those goods would be the con- 
sequence , and, if a couesponding consumption of foicign 
commodities did not take place at home, the demand foi them 
would cease, and then mipoit would leave a loss, and especially 
if oui fiscal legulations, as in the case of the sliding scale of 
oui coin laws, laised up a baiiiei agamst impoits at the time 
when they aie ustially most lequiied to balance inoi eased ex- 
poits. The exchanges would be turned m favom of this 
countiy, and laige and continuous impoits of bullion would 
take place, until the capital of the expoitei was leplaced in 
this countiy 

But the leplacmg of that capital, by the commodity bullion, 
would not, m the fiist instance, have any moie effect on the 
quantity of com m ciiculation, than had it been icplaccd by 
com 01 wool. On the contiaiy, as fai as circulation is depend- 
ent on piivate expendituxe, if any othei commodity had been 
impoi ted which yielded a piofit to the meichant, it is moie 
likely his expend] tuic would have mci eased, than by im- 
poitmg bullion, which can nevei yield much, and may he, no, 
piofit. It IS, in fact, a means by which a meichant bungs back 
his capital to tins countiy with the least loss, when odiei 
meichandise will not leave a piofit, the immediate effect ol 
which may be to decrease the ciiculation and to lowei piiccs in 
two ways fiist, by the lessening ol the piivate cxpendituic of 
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individual mei chants, owing to a deci ease in their profits, and, 
secondly, by dimmishmg the demand foi home pioducts as 
long as me) chants see no probability of enteiing on moie pio- 
fitable 01 successful transactions, and thus lowermg tlie late of . 
wages, lessening the internal demand for, and consumption of, 
comtnodities, and i educing prices. 

Thus, coincident with a large impoit of bullion undei such 
cii cumstances, the internal cuculation would be dimunsbing, 
and the quantity of com in deposit with the bankcis would be 
coriespondingly mci easing. Merchants who had impoited 
buUion, seeing no piospeet in the meantime of piofitably le- 
newing then meicantde speculations to the same extent as be- 
foie, would no doubt conveit then capital (bullion) into 
money, and endeavoui to employ it at inteiest In the fiist 
instance it would appeal as mcieascd deposits m the hands of 
bankeis, wheie it might lemain if then piacticew'as to allow 
mteiest , but, if not, it would find its way to the public funds, 
01 othei goveinment secuiities, the puces of winch would use 
couespondingly, oi be handed ovei to bill brokers, to be em- 
ployed in the discounting of commeicial bills. But this gieat 
competition to employ capital, at a time when theie was so 
little need foi it, would gieatly i educe the late of mteiest, 
lessen the piofits, iii the fiist place, of laige classes of tiadeis, 
including bankeis, dunmisb demand, and keep puces low 
Noi would this state of things be checked, until inci eased 
competition, activity, and ingenuity among pioduceis, aided 
by the low late of mteiest, had so fai i educed the cost of pio- 
duction, that an extended foieign demand was once moie ex- 
pel lenced, when mei chants coidd again lesiime extended ship- 
ments with a fail piospeet of benefit, until inci eased pio- 
duction ensued, and a use of puce of the law mateiials of 
foieign pioduce again encouraged and piomoted a largei 
impoit 

In the meantime, the extieme low late of mteiest in this 
countiy would piomote a disposition to investment m foieign 
secuiities, and between tins cause and the inci eased impoits 
of foieign law commodities, the suiplus capital might be at 
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length absoibed, and die mteiest of money might use to the 
original late. The inci eased demand foi laboiu, the incicased 
quantity of commodities to be cii ciliated, and the inci eased 
prices, would then lestore the com leqiured foi cnculation to 
its oiiginal amount 

Tins 13 piecisely die piinciple which has been in opeiiflion 
during the last thieeyeais, acting imdci a combmalioii of all 
the ciicumstancGs and causes to which we have now icfcncd 
Theie is not a bankei, mcicliant, oi manufactiiiei of any nii- 
poitance who will not cleaily identify this deseiiption with the 
expeiicnce of that peiiod But tins is iii diieet opposition to 
the pimciple of Sn Robeit Peel’s Bank nieasuie, and of the 
doctime of cull ency so ably advocated by Mi. Lloyd, Mi 
Noiman, and Colonel Toiiens, wbo, in common with Su 
Robeit Peel, place implicit confidence m the effect of an nn- 
poit of bullion to inciease the cnculation, to laise puces, to 
encomage impoits, and to coiiect the exchanges. Wlieieas, 
we have shown that the same cause which most commonly 
opeiates to pioduce an influx of bullion, will, at the same time, 
opeiate to i educe prices and dimmish cnculation , and that it 
IS not until odiei causes come into opeiatioii, which at the 
same time tend to an expoit of any suiplus quantity of bullion, 
that either prices can be laised oi cnculation incicased And 
in oui positions we aie held out most stiictly by the expenence 
of the last tlueeyeais 

The tiuth IS, thatimpoits andexpoits of bullion we believe 
to have no diiect effect whatevei on circulation (and we aie 
still all along speaking of a pmely metallic cnuency), but wo 
believe that it can be pioved, beyond any doubt, that, lu all 
the oidmaiy cases wlieie bullion is expoited or impoited, the 
same causes which piomoted the oue oi the other, would act 
on the quantity of com m cnculation, in the fiist instance, in 
the opposite way to that indicated by the measuie of Su 
Robeit Peel and the theoiy of Mi Loyd 

We believe that this fundamental erioi, appaientto us, and 
supported so lemarkably by the expenence of the last thiee 
yeais, to have aiisen fioin ovei looking the chaiactci in which 



CAPITAL, CUBRENcy, AND BANKING 


bullion IS impoited oi expoited undei such en cunistances 
The advocates of that doctiine have oveilooked the fact, that 
such impoits of bullion aie not in consequence of an absolute 
in Cl ease of the quantity of the pi ecious metals, but are, in fact, 
owing to a simple change in then distiibution, in oidei to 
tiansfei capital from one place to anothei 

If a lai ge impoi t of bullion took place direct fi om the mines, 
and the whole stock was thei eby mateiially mci eased, no doubt 
then the puce of all othei commoclitie would use in lelation 
to gold, and the quantity of com required to ciiculate them 
would be conespondingly increased, but a siinilai use of 
puce would take place throughout the civilized world. 

Noi shall we find that Sii Robert Peel’s measin e is likely 
to be nioie successful in the object it piofesses to seenie, in 
the case of an adveisc exchange, than recent expei lence and 
reasoning have shmvn it to be in the case of a favouiable ex- 
change We will still adhere to the case of a puiely metallic 
cuiiency, because diat is the test to which it is Ins great ob- 
ject to make oui cuculation conform The cause which has 
most fiequently produced, and which IS most likely again to 
pioduce, an adverse foreign exchange, is die sudden necessity 
of impoiting laige quantities of corn in the case of a deficient 
harvest. Now, suppose, with a purely metallic cuiiency, tiade 
generally is in its usual state, the quantity of coin retained bj 
the public to perfoim the functions of ciiculation at its lowest 
convenient point, and the most economical distiibution of the 
capital of the count! y, thiougli the medium of bankeis and 
otherwise, most peifectly obtained, and bankeis holding then 
usual leseives of com or bullion, to meet the demands of de- 
positors • — -Let usfuithei suppose in this even and apparently 
safe and prosperous state — simdai to that which this country 
enjoyed in the first half of 1838 — that the appioach of the 
harvest led in a short time to a use in the puce of wheat 
fiom 50 s. to upwards of 70 s pei quaitei, and that an impoit 
of moi e than th ee millions of quartet s of wheat became neces- 
eaiy, as was then the case, that the exchanges weie turned 
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Violently dgdinst us, and a demand set m foi the piecious 
metals. 

What would then be the elFect on the circulation The 
same cause which led to an impoit of foieigii giain, and a 
di am of bullion (namely the high pi ice), would also lead to 
an mciease of the quantity of coin lequiied foi cncidating 
the highci pneed commodity. Coincident with a diain of 
bullion fiom the bankcis to pay foi fbieign imports, theie 
would also be a diain of coin to mciease the mteinal cn dila- 
tion. Bankers would have no contioul whatev'^er over the cii- 
cidation , they might laise the late of mteiest, they might 
even lefuse to discount bills at all, and eiitiicly discontinue 
then usual accommodation to then ciistonieis, — tlie more 
they did so, would mducements be held out to others to with- 
draw then deposits, and the necessities of tiade would letani 
m cu dilation a sufficient poition of com to conduct the inter- 
nal exchanges in spite of any effoils on the pait of bankeis to 
cui tail the amount Poi it must not be oveilookcd, that the 

case of inci eased pi ice of the fust necessanes of life differs 
fioin every othei article Whatevei be then cost tlieie is 
little or no diffeience in the quantity consumed as long as 
people have the powei of obtaining them, while a higher price 
of othei less necessaiy articles is often immediately compen- 
sated by a reduced consumption. It is true, that bcfoic long 
the high pi ice of food would lessen the consumption of niami- 
factuies and other commodities, and the high latc of the xn- 
teiest of money would assist to leduce pioduction , people 
would be thrown out of employment, and m the comse of 
time the highei puce of food would be compensated by the 
smaller expeiidituie on othei articles, and then i eduction of 
price , and then the cu dilation would again fall to the loiinci 
rate, oi even below it But the fiist effect of the high piicc, 
and coincident with the eaily pciiod of a diain of bullion, in 
spite of all the effoits of bankeis, m spite of all the effoits of 
legislation, the actual com m the hands of the public (m the 
case of a purely metallic cuiicncy) would mciease and not di- 
niinisli, as Sn Robeit Peel’s doctime mfeis it would. And 
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this inevitable consequence, in die case of a purely metallic 
cuiiency, is, accoidmg to Sir Robeit Peel and the advocates 
of Ins adopted doctime, head and front of offending’ of the 

mixed ciureney, which has of late yeais circulated in this 
coimtiy , and to compel which to confoim witli what would 
tafe place with a puiely metallic cuiiency, the bankmg 
measure of last year was passed 

If any one will examine the imperative consequences winch 
we have now shown must follow fiom an adverse exchange, 
and a diain of bullion m the cose of a purely metallic cuiiency, 
with what did occui m the autumn and wmter of 1838 and 
spring of 1839, with oui cuirency mixed of com and conveiti- 
lie papei, they will find them in eveiy lespect paiaUel. In 
oiu next article we wdl pioceed to examine the othei parts of 
the subject, as intimated at the outset, and illustiate these 
pimciples by the expeiieiice of the past. 
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The Bank Act of 1844 Coiitiuued — A Coinideiatioii of the Gcucinl Pinaiplps 
App'icd to Banking, as it Existed inior to 1814 — The Fimdamental and 
Essential Piinciples on ivhicli the Siicccss of Banking Depends — Dct’osiIix — 
The Element ot Pioflt in London Banking — ^The Sdiiie iiiCountiy Banking — 
Banking in Scotland — Etonoiiiy ot the Cuiieiicy — Maicit 22, 1845 

Having thus fai considcied the fundamental principles on 
which cuirency and banking ate based, and by which they 
are regulated, we will pioceed to our next proposition, and 
consider. 

Second, The application of these piinciples to banking, as 
It existed in England piioi to the late act. 

Eoi our piesent puipose it is not necessaiy diat we should 
travel back to examine the history of oui banking institutions, 
01 the vaiious changes to which they have been subjected. It 
will be moie to the puipose to confine ourselves to a considoi- 
ation of what is woithy of lemailc m then modem history and 
condition. 

Banking, generally, as it has been conducted in England, 
has not bad the tendency to attiact much capital eithei for 
direct occupation as a business, oi as a means of pciinanent 
investment foi the capital of depositois No banking business 
eithei icquiies oi attiacts much capital inthefoimei capacity, 
and the constiuction of the English banks, as well as the prin- 
ciple on which they hafre been conducted, have been unfavoui- 
able to the encomagement of large and peimanent deposits as 
investments. 

As a geneial lule, the independent capital of bankeis con- 
stitutes but a veiy small portion of the means upon which they 
tiade As we have befoie obseived, bankeis are lathei the 
medium through whom the capital of otheis is lent and boi- 
lowed than dealers m then own capital The piivate and in- 
dependent paid up capital belonging to banka may be looked 
upon rathei in the light of a guarantee to the public foi then 
security against the iisk which it is known bankeis must incui 
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in the use of tlie deposits placed in their hands, than as consti- 
tuting any veiy important portion of then means of trading. 

A baiikei being essentially, in the fiist place, a boiiowei of 
money, returnable on demand, the gieat art of his profession 
IS to employ those funds in such a way as will at all tunes, and 
under oidinaiy ciicumstances, enable him to meet such de- 
mands The prudent employment of such funds entrusted to 
his caie is an mfimtely moie impoitant consideiation for a 
banker than the possession of a laige independent capital 
As, however, the credit which a bank can obtain with the 
public, on which its deposits must depend, can only be the le- 
sult of implicit confidence, it is essential that so much Iona 
fidz paid up capital should be known to exist, as, in addition 
to the reputation and chaiactei of the paities concerned, will 
give pci feet faith to the public Apaitfiom this consideia- 
tion, a laige capital is generally felt lathei as an inconveni- 
ence than as an additional means of making banking piofitable. 
A well conducted bank sliould be able, in all oidinaiy times, 
and with the exeicise of due caution in the selection of its se- 
em ities, even in the times of piessiue and panic, to conduct 
Its affaiis with what may be teimed, stiictly speaking, its 
banking funds, and without infiinging upon its capital. 

Noi has the constitution of English banks, noi thepiinciples 
on which they have conducted their business, been favourable 
to attiacting any veiy latge portion of peimancnt deposits of 
capital foi employment In the fiist place, there have been 
too many inteiiuptions to the credit and soundness of English 
banks, to entitle them to that degree of confidence which must 
exist befoie banks aie selected as the places of peimanent de- 
posit foi private and, moie paiticulaily, for tiust funds And, 
in the next place, the practice of allowing interest on deposits 
IS not geneial, and in London, with some slight exceptions, 
on special teims, quite unknown Such capital, theiefoie, has 
gencially been invested in the Funds, oi other Government 
securities 

The main capital on which banks in England conduct their 
business is the deposits of the aggiegate amount from time to 
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time of the spare money which the vast magnitude ol thetiadc 
and income of the coiintiy lelcase fiom occupation foi tcmpo- 
laiy peiiodsj too shoit oi iinceilain m then duration to induce 
to any peiinaneiit oi 9101 e profitable investment. 

Meichants, manufactuiers, letail-dealcis, faimers, lapd- 
ovniei s, the 1 ecipients of public salai les, and of iiitci est fi om 
the Funds, have all at particiilai times eonsidciable sums of 
money in reserve to meet dieii liabilities and futuie expcndi- 
tuie. Besides these monies, tlieie aie always laige amounts 
of capital, which, having been leleased fiom one channel of 
investment 01 speculation, are waiting for investment in some 
new chaimel , and it is these accidental funds that constitute 
the chief means hy which banks conduct then business — 
which, though accidental in each paiticular case, aie yet rc- 
marlcably ceitam on the general average. One half of a 
banker’s customeis may be leiideis at one time and boi lowers 
at aiiotlier, but amid a constant change 111 the 1 elation of each 
as his debtoi 01 creditoi, the actual amount of means in his 
hands may vaiy but little. In short, we may coiisidei a bankei 
as an agent, acting between the lenders and the boiioweis of 
money at any particular moment — always ready to boiiow, and 
always leady to lepay. 

The two gieat essential and fundamental pimciples, thcie- 
foic, on winch the success of baiikmg depends, and to which 
hitherto vciy little attention has been paid 111 all the discus- 
sions winch have taken place on the subject, aie— - 

Fust, By what means can a bank attiact the largest amount 
of deposits 

Second, In what way can a bank employ those deposits to 
die gieatest advantage, consistently witli the conditions on 
which they are made; that is — ^lepayment on demand. 

These two propositions leally do involve the whole art of 
banking, whether viewed as a source of piofit to bankers, or 
as a source of economy, safety, and convenience to the public. 
We wdl consider them separately 

Fiist, By what mcaiib can a hank attiact the largest amount 
of deposits. 
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The fiist and e&scntial piopeity which a bank mn&t pobscss, 
IS a pel feet confidence on the pait of the public The small 
amount of benefit which a bankei can affoi d to give bis ciis- 
tomei foi placing his money m his hands, can iievoi be suffi- 
cient to induce any man to lun a hazaid , and, moie particu- 
laily, the meie diffeience of teims which one bankei can affoi d 
compaied with anothei cannot be sufficient to induce any man 
to give piefeience to inoie tempting teinis, when weighed 
agamst a gi eatei security and confidence. 

The want of this confidence, to a sufficient extent, and foi 
a sufficiently long and mnnteiiupted peiiod, has done moie 
to injiue the busmess" of banking in England than any otliei 
ciicumstance In this lespect, and in the effect which the 
absence of confidence has excited ovei the amount and 
chaiactei of the deposits of English banks, wo discovei a 
sinking contiast between them and the banks of Scotland. 
Much of this fundamental defect in the chaiactei of English 
banks, if not all, we believe can be tiaced to the effects of 
legislation Since the Bank of England was elected into a 
coipoiation, the lestiictions which the Goveinment has, fioni 
time to time, imposed on the exeicise of capital and the 
independent effoits of individuals, whethei singly oi m a 
combined foim, m order to pieseive the piivilegcs of that 
establishment, we believe to have been the loot of much, if 
not all, of the mischief and disci edit which has attached to 
the banking piactice of England But foi the peculiai pii- 
vileges gi anted to the Bank, fiom time to time — ^but for the 
lestiictions thus placed on piivate eiiteipiise, and the constant 
inteifeience of the Goveinment to tinkei and patch up evils 
to which then own pievious acts had led, theie can be no 
doubt wliatevei that, many yeais ago, we should have had 
oui banking establishments placed on die highest, safest, and 
most beneficial piinciples which free competition, intellect, 
and eneigy could suggest and cany into piactice Banking, 
above all other piofessions, is that which, undei cntiie fiee- 
dom and non-mteileience, w'ould soonest be placed in the 
most pel feet position The public will not employ an 
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unsafe bank while they have those of pci feet safety with 
which tliey can deal, and who aie leady to alfoid them all 
the facilities which banks can do. It may be said that some 
men, who aie chiefly boiioweis, have no choice wifli which 
bank they can deal But to suppose that bad banks could 
be suppoited by boiioweis, with an indiffeient ciedit, is 
absuid It IS the lenders and not the bo? lowers, and, least of 
all, the infenoi borroweis, that constitute the stiength and 
powei of banks. We know what has been the result of the 
lestnctions imposed on bankuig, by the law, in this countiy, 
and we have only to look to Scotland to see what has been 
the effect of a long caieei of peifect fieedom and competition 
upon the chaiactei and ciedit of the banking establishments 
of that country, as w’ell as in affording the gieatest conve- 
nience and satisfaction to the public. 

Confidence is the fiist essential of banking, and it will be 
much in piopoition as the banks of a countiy possess that 
essential that they will attiact laige deposits. Compaia- 
tively infeiior banks may command a ccitain kind of meie 
tempoiaiy and fleeting deposits, but gieat stability alone can 
secuie such laige and moie peimanent deposits as constitute 
the powei and stiength of the Scotch banks Nor is the 
advantage thus dei ived fi om any pi niciple which leads to a 
laige amount of deposits in the hands of bankeis, felt moie 
by the bankei himself than by die commiimty wheie he is 
placed, foi it is a means by which the spaie capital of every 
locality is kept within itself, and is used, through the medium 
of the banker, to encouiage pioductiveness and impiovements 
in the neighbouihood. But foi some safe means of invest- 
ment at home, the spaie capital of eveiy distiict will have a 
tendency to find its way to the metiopolis foi investment in 
the public funds or othei securities, while, thiough the 
medium of a safe bank, it might be retained at home to 
effect important local impiovements and facilitate manufac- 
tuimg and agricultiual pui suits. 

But, independently of the gieat lequisite of confidence 
winch a bankei must possess, theie aie othei impoitant 
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causes which mateually affect the amount of deposits in 
bankeis’ hands. Bankeis, as borrowers and safe-keepers of 
the money of the public, must not only be paid foi then 
sei vices, but must also be leimbursed the expense of the 
establishments neeessaiy to conduct then busmess. Theie 
aie, howevei, various piactices as to the mode in which 
bankers aie so paid and leimbuised, and which, in their 
piactieal effect, tend more or less to encouiage oi discouiage 
laige amounts of deposits The Bank of England derives 
Its piofits fiom Its circulation and the use of a portion of 
Its deposits, foi which, howevei, it gives no inteiest, and 
which aie, theiefoie, always kept at the lowest amount 
which IS consistent with the convenience of then customers 
The othei bankeis in London, with veiy tiivial exceptions, 
and those undei special conditions, give no inteiest on 
deposits Noi do they charge any commission foi the 
trouble of keeping their customeis’ accounts, collecting then 
bills when due, paying their cheques, and peifonmng a 
variety of sei vices which would othei wise cost each individual 
much laboui and no little iisk, but they aie leinunerated 
by the balance which it is undei stood each customei will kbep 
at his account, the aggicgate of which constitutes a fund 
which the banker can invest m securities, beai mg inteiest, 
along with a given proportion of the othei accidental balances, 
at all times avei aging a laige sum, which these various cus- 
tomeis have 111 then hands But, m consequence of this 
pimciple of conducting banking m London, by which no 
inteiest is paid on deposits, it must be obvious that even 
the sums left tempoiaiily with bankeis foi employment will 
be always at the lowest level consistent with public conve- 
nience Out of this defect in the London banking a new 
class of money-dealeis have been called into existence, oi 
rathei an old tiade has changed its chaiactei of late years. 
Some years ago the London bill-biokei was merely an agent 
who negociated between the mei chant having hiUs to discount 
and the bankei having money to invest in such secuiities, 
and he was paid by a small biokeiage foi his tiouble, but 
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the pidctice of bankeis not allowing inteiest on tlepositi has 
at length changed the chaiactei of the hill-biokei to that of a 
bankei, taking deposits (money at call) at a given into of 
inteiest fioin one man to lend it hy discounting hills at a 
highei late of inteiest to otheis, at the same time that he 
acts as a niedimn foi tiansfening the spaie capital winch 
accumulates with bankers in one pail of the countiy to those 
in othei parts, wheie tiade and commeicc cieatc a gieatci 
demand foi it It must, howevei, be evident that, wcie the 
London banks constituted so as to allow inteiest on deposits 
foi shoit peiiods, they would not only secuie a much larget 
amount of deposits, but with them they would scciuc the dis- 
counting of a laige amount of the bills which, at the picsent 
time, are done by bill-biokeis. And many who now make 
teinpoiary investments m exchequer bdls oi consols would 
leave then money with then bankeis at a low late of inteiest, 
and thus inciease then moans of cxtencUng their Uansactions 
in bills of exchange and othei secuiitics. Bankeis may reply, 
that, as it is, they have sufficient difficulty to employ theii 
present deposits m good secmities, but they forget that hy 
then piescnt piactice they laise up competitois in eveiy man 
who lequiies a tempoiaiy mvestinent fot the same secmities. 
The best hills aie taken out of the maiket hy the iiioiiey ai* 
oa/I left with the hill-biokeis 

Among the countiy banks vaiious modes aie adopted foi le- 
muneratnig the bankei foi his tiouhlc and expense. In some 
cases a banker allows inteiest on deposits, cliaiging a commis- 
sion on all tiansactions with his customei. The gieat disad- 
vantage of tills system is, that much moic capital icmams idle 
in the hands of the public, foi a man will iievci pay money 
into his bank account, unless he can spare it foi such a time 
that the mteiest which he will leceive will exceed the com- 
mission which he will be chaiged foi paying it m and di aw- 
ing it out , and tlius one of the great objects of economy of 
capital effected by banks is lost, and the amount of deposits m 
bankeis’ hands is necessaiily much cui tailed. This difficulty 
has been met by some bankeis, who have chaiged a fixed sum 
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per annum foi doing business instead of a commission (this 
plan has been pietty geneially adopted between country 
bankeis and then London agents), allowing inteiest on de- 
posits placed in then hands foi a given fixed peiiod, oi subject 
to a pel tain notice befoie withdi’awal, but not upon those which 
ai e operated upon in open account. But in this case one of 
the inducements to place money mth bankeis foi shoit peiiods 
is icraoved, and much moie idle money is left in the hands of 
the public. The piinciple of conducting banking, which has 
tended to the gieatest amount of deposits, and geneially to the 
gieatest success of the banks themselves, while the gieatest ad- 
vantages have been secured to the public, has been tlial pui- 
sued by the banks m Scotland. 

In the fiist place, they aie constituted on a piinciple to 
affoid to the public die gieatest amount of confidence in then 
permanent and ultimate safety By the piofits deiived from 
dieir cii dilation they aie enabled to allow inteiest on all de- 
posits foi howevei slioita time, and they deiiveafuitherpio- 
fit fiom the higher late at which they aie enabled to invest a 
considei able poition of such deposits. The late of inteiest 
which they allow on deposits is geneially equal to that which 
could be obtained by mvestment in government seem ities, espe- 
cially when people considei the chaige of biokciage, and the 
iisk of a fall m such secuiities when they may happen to lequiie 
then money, and, as they allow the same rate of inteiest foi 
howevei shoit a peiiod a deposit is made, the consequence is, 
that almost eveiy man keeps a hanking account, into which he 
pays whatevei money he can spaie at the conclusion of the 
business of each day, looking to the day’s inteiest which he 
will leceive. The combination of advantages which result 
fiom this system to the banks dicmselves, but moic paiticulai- 
ly to the community at laigc, is gicatei than, at fiist sight, 
will be veiy plain to those unacquainted with the piactical 
efiects of the system. The fiist effect is to economise the cm- 
lency of the countiy to the greatest degicc that, under any 
ciicumslances, would be possible The sti digest inducement 
IS held out foi eveiy man who has spaie funds m his hands, to 
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keep a bankei’s account, and to keep no money, even for a 
day, foi wluch lie lias not immediate use. In consequence of 
this, die whole tiade of Scotland is pei formed with a ciicula- 
tion of only 3,500,000?., mcludmg notes of all dcnommations 
fiom CMC poMwd upwards, while the circulation of England in 
coin and notes caimot be less than from 60,000,000? to 

60.000. 000?. The population of England and Wales is sij. 
times greater than that of Scotland, and fheiefoie a cuiiency 
of 21,000,000?. ought to peiform the functions of exchange as 
well here as one of 3,500,000?. does m Scotland. Noi can it be 
said that a gi eater commerce existing m the one count! yin pro- 
portion to the other is the cause. In the fiist place it is doubtful 
if such IS the fact, but, whethei oi not, Lhelaige tiansactions 
of commeice aie not diose which lequiie the aid of the com- 
mon cii dilation of notes and com, the use of which is chiefly 
confined to retail tiansactions, payment of wages and piivate 
expendituie. 

The next sti iking lesult of this gieat economy of capital is 
the enoimous amount of deposits which aie placed in the 
hands of the Scotch banks, and on which then gieat 
stiengtli chiefly lests, amounting, as diey do, to moie than 

30.000. 000?, 

The bank of England, with a capital of 14,500,000?., and 
with a cii dilation of 20,000,000? , independent of what it holds 
on the pait of the Government, commands deposits, even at the 
piesent moment, to the extent only of 10,000,000?,* a laigc 
poition of wluch are meiely the lescives of the London bank- 
ers , wlnle the Scotch banks, with a capital of less than 

10.000. 000?,, andacuculation of 3, 000,000?, commands depo- 
sits to file extent of 30,000,000?. foi investment and use The 
effect of this system, as legaids the public is far raoie impoi- 
taiit than themeie interest which each leceives fioin his spaie 
cash. It is in effect mcreasing the actual capital of the countiy, 
by lendeiing much of it pioductlve that would otheiwise be 
idle, and, moieovei, it keeps laige sums at home, and in 
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each locality, that would odieiwise be sent foi investment in 
government seciuities And thus, through the medium of the 
hanker, the spare capital of each neighhouihood is lendeied 
available foi the pioinotion of improvements and geneial in- 
dustry, which, did the banks not allow inteiest, must neeessa- 
iily have been sent to a distance for investment And dieie 
can be no doubt that much of the agricultuial unpiovement 
for winch Scotland is so lemaikable has been owing to this 
local application of the spaie capital of the coimti y 

We shall have occasion m the futrne paits of this discus- 
sion, to lefei more particnlaily to the influences exeited on 
the piospeiily of the banks, as well as the people of Scotland, 
thiou^h this pimciple, by which they attract and peimanently 
retain, such laige amounts and deposits, and which we conceive to 
be highly deserving the attention not only of bankei s in genei al, 
but also of statesmen and politicians In oui next we will pi oceed 
to considei the nature of the vaiious secuiities in which bank- 
ers may most safely mvest their deposits, m oi der to combine 
a fair amount of piofit with the most peifect f'cmity, and 
consistent with the peculiar conditions on which they hold 
them. 
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The Bank Act of 1844 Confmueil — ^Tlie Cliaiaclei of n Bniilcei’s Bubiness — 
The Essential Chiuactei of Secuiitips which Baiilceia hold— Bills of Ev- 
chaiige — Advances on Meichnndisc — Pcisonal Loans — Keniaiks on aMi\cd 
Cuiicucy of Bank Notes and Com — On Inconveitible Papei — On Con- 
vertible Paper — March 29, 1 845 

At the conclusion of oui last aiticle, wc pioposed next to con- 
sidei by what means a bank can employ its deposits to the 
gieatest advantage, consistently with the conditions on which 
they aie made — that is, lepayment on demand. As we may 
again have to refer, in a subsequent pait of tins discussion, to 
the effect of the new law at a time of piessuie upon the secu- 
iities held by bankeis, we donotpioposcto devote much space 
to tins consideiation in tins place. 

The business of a bankei is to boriow and lend, but as he 
boiiows genciaUy on the condition of lepayment on demand, 
it IS necessaiy that his loans shall be made on such conditions 
and on such secuiities as will enable him to lely upon a le- 
tuin of Ills funds m a given time, oi to have them lepicscnted 
by such secmities as, in the case of unexpected need, can be 
conveited into money It is, theiefoie, equally as necessaiy 
that a bankei should look to the convex tibihty of his secuiity 
as to Its ultimate safety. On this account moi tgages on veal 
propel ty have now become univei sally repudiated as piopei 
bankmg secmities. Stiictly speaking, a peifect banking sc- 
secmity should combine ultimate safety, a certainty of pay- 
ment on a specified and not distant day, a capability of being 
converted mto money rn case of unexpected emergency, and a 
freedom from liability of depreciation The first and last of 
these lequisites aie common alike to all banks, the second 
and thud wdl admit of some modification, accoiding to tlie 
state of the money maiket and the peculiai chaiactei of the 
business of pai ticulai banks, and especially whethei deposits 
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aie by pxactice of a veiy fluctuating ot of a inoie peimanent 
chaiacter 

On the whole, the fiist class of bills of exchange may be said 
to possess all the lequisites of a peifect banking secmity m a 
degiee supeiioi to anyothei Tlie united guai an tee of chawei, 
acceptoi, and indorsers, iiisuies the ultimate, and geneially 
the punctual, payment The peiiod foi which such mstiu- 
nients aie diawii is geneially shoit. They are always capa- 
ble of le-conveision midei oidinaiy cncumstances, and even 
in a pel lod of the gi eatest pi essui e, money can be obtained upon 
them in piefeience to any othei secmity, tliough pei haps at 
an advanced late of inteiest, and the sum to be paid is not ex- 
posed to depieciation. But though bills of exchange combme 
most peifectly all the requisites of a banking secmity, flicy 
unquestionably requne an exeicise of moie piudence, caution, 
and knowledge of individuals than any of the othei usually 
leceived secuiities, as then value depends altogethei onpei- 
sonal lesponsibility. In shoit, moie stiictly speaking, bills 
of exchange may be teimed the only secmity m which bank- 
eis can with piopriety absolutely invest then deposits, oi in 
winch pi udent bankeis piactically do so All the othei means 
of usmg deposits aie lathei in the shape of peisonal loans, 
guaiantecd by collateial securities, such as exchequei bills, 
consol warrants, the scrip of public companies of a well 
known and conveitible value, the waiiants of meichandise 
lying in om public waiehouses, oi of anyothei piopeity at all 
times and easily conveitible into money In most cases the 
investment of money on meichandise is made thiough the in- 
sti umentality of biokeiswho are personally liable foi the smns 
advanced, and who have a powei of sale ovei tlie piopeity to 
lelease the funds in oidei to piovide payment foi the loan in 
due tune In aU such loans, howevei, it is the piactice only 
to advance a poition of the value ol such pioperty, to secuie 
the bankei against any depicciauon in its maiket puce vhen 
It IS sold, and, in oidei to give to such loans the finthei attii- 
butes of a banking security, of conveitibility at pleasuie, and 
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fixing a day for lepayment, die promissoiy note of the boi- 
lowei 13 not unusually deposited with die waiiants. 

But though peisonal loans, made by bankeis with such pic- 
cautions, may faiily be considcied a legitimate use of deposits, 
It wdl be appaient that an actual investment in any of these 
secuiities could hardly be considcied in that light, as a bankei 
would, by such a couise, expose himself to all the consequences 
of a fluctuation in the value of such commodities, and would 
become a speculator in government secuiities, railway shares, 
01 foicign pioduce, as the case might be, instead of a meie 
lendei of money at inteiest. But though it is inconsistent 
with the business of a banlcei to invest money iii sucli se- 
curities, except as acollateial guaiantec foi a peisonal loan, 
It IS not always inconsistent with safe and judicious piactical 
banking to lend money with such collate! al secuiities, and de- 
pending only on the personal ciedit of the bouowei. The 
piopiiety of such investments must, of couise, depend entirely 
on the pi udence and caution exei cised in the ti ansaction But 
it ceitainly cannot but be considcied a legitimate tiaiiaaction 
for a banker to lend money to acustomei in whom he has pei- 
fect confidence, at aparticulai peiiod of the yeai, when it is 
well known the natuie of his business lequiies the use of a 
laiger capital, and whose spaie funds the bankei is in the habit 
of holding at anothei peiiod of the yeai when he less icqunes 
his capitaL In the agiicultuial distiicts this piactice exists to 
agieatei extentj and is attended witli less dangei, fiom the sim- 
plicity of a farmer’s ti ansae tions, and the moie intimate know- 
ledge of his affaiis possessed by the bankei than can possibly 
prevail in large meicantile and manufactuimg communities 
If a landownei lequiies a laige advance of money, to cany 
out paiticulai impiovements m anticipation of his next leiits, 
his bankei can always judge of die piopiiety oi safety of mak- 
ing such advances, fiom his local and peisonal infoimation 
If a faimei lequiies an advance at a paiticulai pciiod, eithei 
foi the pui chase of stock, oi the payment of his lent, his cii- 
cumstances, chaiactei, and hia ciop in hand, aie usually so 
well known to his bankei as to enable him to judge of the pio- 
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piiety of making such an advance, and of the ceitainty of its 
lepayment on the day stipulated. Such advances on mere 
peisonal secuiity, though moie common in the agiicultuial 
districts, aieby no means, however, confined to them, but m 
whatevei cases they pievail, much must depend on the disci e- 
tion and peculiar cucumstances of each individual banker as 
to how far he can so employ the deposits m his possession , and 
in all cases the foui geiieialiulesfoi the use of deposits should 
never be lost sight of, though in each individual case it must 
be left to the discretion and judgment of the banker himself 
how fai any paiticulai investment which offeis, secures him m 
those 1 aspects First, That it is ultimately peifectly safe 
Second, That it be i epayahle within such shoi t pei lods as com- 
poit with the natuie of the deposits m his hands, and to enable 
him, by the frequent letuin of his funds in the legulai course 
of business, to contiact his loans if the state of Ins deposits oi 
of the money maiket lendeis such a couise desirable. Thud, 
That it should geneially be of such a natuie as to be capable 
of being leconveited m case of need, oi, at least, that a 
sufficient piopoition of the deposits oi othei means ot the 
bankei should be held in such securities uiieseive as will en- 
able him to command money foi any iinfoieseen emergency 
And, Fomih, That it piesents a peifoct guaiantec against de- 
pieciation of the piincipal sum during its cuiiency, oi such a 
maigm as will at least seciiie the banker against any oidinaiy 
fall of puce. 

The whole of oui lemaiks hither to have been strictly appli- 
cable to banking conducted with a purely metalhc cuiiency , 
and we will now pass on to a consideration of the effect, and 
moic paiticulaily as it has of late yeais existed m this couiitiy, 

OF A MIXED CUKKENCT OF BANK NOTES AND COIN 

We have aheady explained under what cucumstances coin 
was oiigraally introduced as a medium of exchange, how a 
poition of the capital of the country was abstracted fioni pio- 
ductive uses to perform the function of cuiiency, and how that 
necessary amount of capital became economised by the intio- 
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duction and instiumentahty of banks. In the piogicss of 
tune many otliei plans have been adopted foi the puipose of 
fuithei economising the capital invested as com leqmsite to 
conduct the mteinal exchanges 

Bills of exchange have been lesorted to as a means of 
making payments between diffeieiit paits of the coiiiitiy, in- 
stead of tiansmittuig money to and fiom vaiious distiicts foi 
each payment j and the piactice now so geiieial of making 
bills of exchange payable at a bankei’s m London, is an ini- 
poitant additional means by which the use of a large amount 
of money is dispensed witli Again, bankers’ cheques have 
been now almost miivei sally mtioduced foi making payments 
between individuals lesideiit m the same town, instead of 
money being passed to and fiom vaiious individuals foi each 
payment, and thus all the money that is lecpuied to conduct 
the whole of these tiansactions, whether between parties resi- 
dent at a distance fiom each othei, oi m the same place, is 
the sum which one hankei has to leceive fiom anothei as the 
final balance of these vaiious oideis which they hold upon 
each other. The same function which a bill of exchange 
peifoiins between parties at a distance fiom each other, is 
perfoimed by cheques between paities lesident in the same 
place. 

But the most impoitant way in which the use of money has 
been economised since the intioduction of banks of deposit, 
has been by the use of bank notes issued for small sums and 
payable to bearei on demand. From the long habit of an in- 
disci mimate use of notes and com as a circulating medium, 
much confusion pievads as to the piecise nature and chaiactei 
of the foimei. By no one has the relation between them and 
money been stated more clearly, oi in fewei words, than by 
Ml. Huskisson m the following sentence — 

“ Money la a given quantity of gold or silvei Money, or coin of a 

country, is so mucli of its capital Paper cunency is no part of the capital of a 
country It is so much ciiculating credit Whoever buys, gives— whoevei sells, 
receives — such a quantity of pme gold or silvei as is equivalent to the aiticle 
bought 01 sold 01 if he gives or receives papei instead of money, he gives oi re- 
ceives that which IS valuable oiilv as it stipulates the payment of a gum quantity 
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of gold 01 silvei So long to tins engagement is pnnetually fulfilled, paper will of 
course pass ciuient with the com with wlucli it is thus constantly mtercliangeable 
Both money theiefoic, and papei piomissoiy of money, aie common measures and 
lepiesentatives of the value of all commodities But money (gold) alone is the 
univeisal cqmvalent — ^papei cuiiency is the repieseiitative of that money ’’ 

Thus bank notes aie to be consideted as means of tiansfei- 
ring a claim which one man who holds them has upon the 
issuei of such notes, to anothei man to whom he pays them. 
Instead of so much absolute coin, he hands over a document 
entitling the ownei, on piesentation, to leceive the specified 
quantity of com, m a sinulai way that a man, in paying an 
account, instead of handing ovei the actual money, gives an 
01 del 01 cheque which entitles the bearei to leceive it fiom 
his banlcei. It is tiue the lattei mstiument seldom continues 
111 circulation, while the foimei passes fioni hand to hand foi 
an indefinite peiiod, and is subject to diffeient legal legula- 
tions, but in its simple function, as a medium of exchange, 
and as a means of economising the com, it is piecisely the 
same. And we think it will be i eadily admitted by all, that 
if such bank notes weie established upon a pi mciple which 
would give to the public satisfactoiy secuiity, and which would 
really act m eveiy way as the com they lepiesent would act 
by Itself — which, in shoit, would peidoim all the functions of 
curiency and pieseive then value as peifectly as coin, that the 
economy consequent upon their use would be a source of great 
gam to a countiy — First, in savmg the weai and teai of the 
com which they would displace, and, next, by restormg to 
piodnctive uses some poition of the capital which the com in 
circulation had abstracted foi the pm poses of cuirency. 

The papei cuirency which has been issued in vaiious coun- 
tiies, and at different times, has mateiially and essentially 
vaiied in its cliaractei, but it may be geneially divided into 
the two geneial classes of inconvertible and conveitible, and 
on which we will bestow a few lemaiks sepaiately. 

First, Inconvertible Paper Currency — This may again 
be divided into two kinds Fwst, Papei issued by a govern- 
ment foi Its geneial expenditme, nominally lepiesenting some 
com, but not conveitible into such com If the quantity of 
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such papei issued wcie always kept somewhat below the small- 
est amount of eiuiency lequiied in a country at any given 
time, so that the additional quantity had to be supplied by 
com, and thus com and notes fieely cii dilated togethei, theic 
is no icasoii whatevei why such notes should siiffei depiecia- 
tion But the moment the quantity issued exceeded the 
amount of cuiiency leqiiiied at any moment, the precious 
metals, having an intunsic value both foi puiposes of manu- 
factiue and foi foieign exchanges, would be withdrawn alto- 
gethei fiom ciiculation, and the papei would have no limit to 
Its depieciation, except die quantity in which it was issued. 
Second, Paper issued by a bank exclusively in the discount of 
bills of exchange, oi on loan foi shoit peiiods It is an 
opinion which many of the ablest wiiteis on cuirency have 
held, that mconveitible papei notes might be issued to any 
extent that legitimate transactions lequued them, provided 
such issues weie confined to the discount of good bills of ex- 
change, and to loans for shoit peiiods, without any iisk of 
depieciation, because a laigei quantity ncvei could be so issued 
than was again shoitly retuinable to the bank in payment of 
such loans The most able leasonmg with which we have 
met in favoui of this pioposition, is in a veiy clcvei woik by 
Colonel Toiieiis, published in 1812 Against this view it has 
been luged that, though a meicliant might leqxmc a sum, say 
of 10,000^. to-day, it did not follow that he would icquiie it 
foi any length of time, and that, as it was not returnable to 
the bank until the repayment of the debt oi bill on which it 
was boriowed became due, the cuirency might in the mteiim 
be ledundant and so much depieciated. But those objectois 
oveilook the fact, that if the same meichant did not continue 
to leqmie the use of the money foi more than a few days, he 
would eithei mvest it in mtcicst-beaimg secmities, oi, tliiough 
the medium of a bankei oi bdl-broker, it would be used to 
discount othei bills for othei parties at a lowei late than that 
chaiged by the bank, and would thus mteicept such bills oi 
secuiities on their way to tine bank, which in the meantime 
would be leceivmg its notes in payment of loans and bills fall- 
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mg due fiom day to day, and, if not le-issued to the same ex- 
tent, the cun ency would be conti acted to die wants of the day 
by this means, just as much as if the 10,OOOZ, no longei ic- 
quired by the first boiiowei, had actually and immediately 
been letmned to die bank It is quite clear that in this way 
nojargei quantity of notes could be kept out than the pui- 
poses of cun ency actually leqmied, foi the moment a man 
held notes foi which he had no use, he would with them intei- 
cept some mteiest-beaimg secunties on then way to the bank, 
and, while othei notes weie flowing m, m lepayment of bills 
or loans fallmg due, he would to that extent pi event fmthei 
re-issues. But it is also evident that the instant such a bank 
began to lend money to a government on secunties not le- 
deemable, that m such a case, as with the goveinment itself, 
as soon as the quantity of notes in ciiculation exceeded the 
want foi cull ency, that moment depieciation would commence, 
and would go on just in piopoition as the issues ex- 
ceeded diat limit In piactice, theiefoie, we conceive such a 
piiiiciple fai too dangeious foi one instant to be encouiaged. 
Still, It IS well that the distinction which we have pointed out 
should be understood. 

Second, Convertible Paper Currency; which we may 
also considei of two kinds M7st, Paper which is conveitible ■ 
into Its lepiesentative of gold, but not always, at the wiU of 
the holdei, but at some specified, though not fai distant, time 
Howcvei secuie such papei may be of payment at the time 
stipulated, oi whatever may be die ciedit of the issueis, it is 
not flee from the iisk of depieciation, if gold be lequiied foi | 
immediate use to balance an adveise foieign exchange oi any 
othci purpose, any instiument, however secure of ultimate 
payment, will sink in value. Thus, foi example, exchequei 
bills use and fall in puce in the market, as the demand foi 
money uses and falls, but it is cleai that, with secunties to j 
which no hazard attaches, these fluctuations will be confined/ 
to the extent to which parties will be induced at any paiticu-| 
lai moment to take them as investments, foi the sake of the\ 
interest they will bear. But in times of gieat piessuic and 
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disci edit, -when theie is a gieat demand foi money, and few 
lendeis, the puce of exchequei bills may fall veiy low, with- 
out implpng any doubt whatevei in then ultimate secuiity; 
but simply fiom the fact diat they will not command money 
01 com if wanted at the moment. Again, in past times, it was 
not uncommon foi banks to issue notes payable on demand, 
or at a distant day from that of pieseiitation, at the option of 
the issuer, but in such case the notes beaiuig mteiest tdl the 
day of payment. However seciiie such notes might be of ulti- 
mate payment, they weie nevei fiee from the iisk of depreci- 
ation at times of piessuie, oi an adveise exchange, and on this 
accomit have long been abandoned in this countiy as pait of 
the cuiiency Second, Paper which is at all tunes convertible, 
at the option of the holdei, into its lepiesentative in com — 
such as IS the whole of the papei cuiiency now cnculating m 
tlie United Kingdom; foi though country bankeis can pay 
then own notes in those of the Bank of England, yet as the 
lattei aic immediately convcitible into their lepiesentative in 
com, so foi all piactical pui poses this aiiaiigement does not 
inteifeie with the conveitibility of countiy notes, while it has 
the desiiable effect of keeping a laige stock of bullion ccntied 
in London, wheie it is always available for tiansmissioii to 
foieign coimtiies, instead of being scattered tluonghoiit the 
country in each banking establishment to a gieatei extent than 
is necessary foi the inteinal pm poses of cuiiency Indeed, 
we considei this aiiangement a higlily deauable and useful 
mode, by which a considerable economy of the use of bullion 
IS effected, and the stock of that commodity, thus centred in 
the Bank of England, is lendeied more effective foi all pur- 
poses than if held in considei able quantities by piivate bankei s 
throughout the coimtiy, as leseives against then liabilities. 

Until of late, all wiiteis woidiy of any lespect, fiom Adam 
Smith dovmwaid to Ricaido and Hiiskisson, whatevei diffei- 
ent opimons they held in other respects regarding the cm- 
lency, weie agreed at least m this principle, that immediate 
convertibility of notes into the coin they lepiesent, at the 
option of the holdei, would be at all times an infallible gua- 
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lantee against any depieciation of then value The couect- 
ness of this opinion is now, howevei, doubted by some and 
denied altogethei by otheis It is asseited that, notwithstand- 
ing the convei tibihty into com at the option of the holdei, 
notes may be issued in excess, and may depreciate in value 
On this piinciple die bank measuie of last session was founded, 
m mtioducmg which Sn Roheit Peel said, — 

“ We want only a ceiturn quantity of paper, not indeed fi\ed and defiiute m 
nominal amount. Jiut just such a quantity of paper, and that only as shall be equi- 
valent in point of value to the coin it represents If the paper be cheaper than 
the com, it is an evil and not an advantage That system, therefoie, which pio- 
vides a constant supply of paper, equal in value to coin, and so vaiymg in 
amount as to insure at all tunes immediate convertibility into com, together with 
peifeot confidence in the solvency of the issuers of papei is the system which 
ought to he preferred ’ 

This IS unquestionably tiue; but it appeals to us the most 
difficult of all conceivable piopositions that bank notes, con- 
vei tible into coin at the option of the holdei, can evei be 
“cheapei than the com,” oi can evei be othei than “equal in 
value to com ” To suppose othei wise would be to admit that 
people would vohmtaiily letain in dieii possession one lepie- 
scntative of ciuiency of infeiioi value which they could at op- 
tion exchange foi anothei of supeiioi value But Sii Eobeit 
Peel appeals to be of that opinion, foi he denies tliat convei ti- 
bility at pleasme is a secmity against ovei -issues and depieci- 
ation lie goes on to say, — 

“ Now, unless the issuers of paper conform to certain principles, unless they vi- 
gilantlj ohseive the causes which influence the iiiflia and efflnv of coin, and le- 
gulate then issues of papei accordingly, theie is danger that the value of paper 
will not conespoiid with the value of com ” 

But, m a futuie stage of the debate, Sii Robeit Peel, in 
leplymg to a question put by Mi Newdegate, appealed to 
foi get altogethei the fundamental chaige against the existing 
system of papei issues, and supplied a most peifect leply to 
his own asseitions, that convei tihihty at pleasme is not a gua- 
lantee against depieciation. We quote fiom his speech le- 
ported in the Times ol the 21st of May, 1844, — • 

First, I heg to mfoim the hon gentleman that I do not admit that tins is an 
evteuMon of the principle of the act of 1819 I say it is a compleinonc to the act 
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of 1 819, uiid a uieasuie that •nill fulhl it , but it is not an extension of the jnm- 
Liiile of that act The act of 1819 letognisecl tins piinciplc, that there should 
he a standaid of value m this country — ^that that standard of value was a given 
amount of gold , and that he who issued papei should bo ohhged to fulfil his 
engagement, and pay it in gold The measiue I propose does not carry that 
piinciplc any fuithei My answer to the question is this — I say there is a stan- 
daid of value, and that that standard of valuers a definite quantity of gold, of tci- 
tam fineness He who issues paper piomises on the face of that papei to pay a 
certain amount of gold The papei, then, ought to conform to the gold I admit 
the operation of this measuie may foi a time qffect a Umitation of puces , hut I 
say that all increase of prices, arising from an excess of paper, is an lUegitmiate 
inciease , and that theieis no advantage in any increase of puces that aiiseslioni 
au issue of papei beyond the value of the metal it lepieseuts I bring the matter 
to this simple issue — 

Sujjjme you have clepteciaUd yarn papei , and yoiit papei ehll remains comerhUe 
mto gold, do you think that every man who had a light to iimst upon teeeimng 
Jive ioveieignifoi hn 51 note, would not immediately insist upon that right the 
moment he found that gold was more valuable than papei 7 Don't you suppose, 
that if the gi eat dealer in exchanges in London, Mr Rothschild, found that by pre- 
senting 600,OOOZ cf paper at the Sank of England he could get 600,000 sovereigns, 
and that they were more valtiable than paper, he would avail himself of the power 
the law gave him, and demand the gold ? And don’t you suppose that every other 
man, whose traimctions weie less extensive, but who had a right toieceive Jive 
sovei eigni foi his ’ll note, would immediatelg demand it ? Does not all experience 
show that, though there may be a temporal y inmease gf pnees, a time of leaotion 
— of revulsion — will amve ? I say that no inciease in the piioe of paper beyond 
its value in gold can be of advantage to the country — it cannot be permanent ” 

In oui next aiticle we will entei into a consideiation of 
''those piinciples” to which Sn Robeit Peel would have "the 
issueis of paper money to conloim,” in oidei that the same 
action may be mam tamed on a mixed cuiiency of papei and 
coin, as would take place upon an entne metallic circulation, 
m the event of an influx oi efllux of buUiom and this we shall 
have more facility in domg, having alieat^, in our foimer 
articles, closely exammed die effect of such events on a puiely 
metallic cmiency. 
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The Bank Act of 1844 conlmueci —The cucnmstances which led to this measiuO, 
— Pi've Aasnmptiong upon which the expediency of that bill was defended — 
Can convertible paper be depieciated> — Confoimity of a mixed currency 
with the variations of a meftdhc cuiiency — Jptil 5, 1845 

During the suspension of cash paynier ts by the Bank of 
England, and more paiticulaily m the discussions which took 
place on the subject of the cmrencyfiom 1810 to 1819, it was 
common to refei all the gieat fluctuations of commeice and 
the 1 evulsions of ciedit to the capiicious expansions and con- 
ti actions of the ciiculation of the Bank, undei cii cumstances 
which enabled that establishment to depieciate oi appieciate 
the cuiiency at pleasuie, accoidmg to the amount of its issues 

Gieatly, howevei, as the influence of the Bank ovei such 
commercial i evulsions was then exaggeiated, and fatal to the 
futuie inteiests of the countiy as was that eiior, inasmuch as it 
piematuiely closed the dooi of mvestigation into othei and 
moie impoitant causes, stdl the whole theoiy of the baneful 
influence of the bank lested on the issue of inconvertible papei, 
the fluctuations m the quantity of which, it was asserted, not 
only caused a mateiial variation in facilities foi mei can tile 
Cl edits, but also (which was no doubt the case) laised oi 
lowered the nwmvml puce of goods, as the notes appieciated or 
depreciated By all, however, it was agreed, that a retmn to 
cash payments— that a lestoiation to conveitibility of bank 
papei into coifi of standaid weight at the option of the lioldei 
— that a lemoval of the lestiictions on the expoit of com, and, 
m shoit, the piovisions embiaced in the BiU of 1819, would 
effectually seciiie the coimtiy against ovei-issues, and conse- 
quent depieciation, of bank notes, and pi event foi the futuie 
any fluctuation m the value of the cuiiency , and had the an- 
ticipations of the effects of that measuie stopped heie, we know 
of nothing that has since occmied which, when patiently in- 
1 estigated and well imdeistood, could be said to have falsified 
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those expectations. But the advocates of a return to cash pay- 
ments went fiuthei — they had attributed much of the fiequent 
occuuence of commeicial ciises andtevulsion to the suspension 
undei the act of 1796 , and diey accoidingly anticipated, with 
the lesmnption under the act of 1819, a matenal, if not en- 
tile, pieventive of all futuie commeicial derangement The 
subjects of Ci??cncy, and capital, of circulation, &'n6.ciedit, 
though as distinct as things can possibly be m then natuie, 
and in the laws which govern them, weie commingled in 
men’s mmds in one mass of mtiicate confusion, and led gieatly 
to an eiioneous estimate of the past, and of the benefits to be 
anticipated m the futuie. This confusion is appaient m most 
of the discussions and wiitings of tliat tune, and in a gieat 
majoiity of all that have appealed since, and m no place m a 
moie lemaikable degiee than in the speeches witli which Sii 
Robert Peel intioduced and suppoited his New Bank Bill in 
1844. 

The occuuence of the panic of 1825-26, bunging with it 
deiangement and havoc without any pievious paiallel while it 
lasted, at once convinced eveiy one that a giave miscalculation 
of the effects of the bill of 1819 existed somewheie. This is 
not the place to go into a close investigation of the causes 
of that ciisis, but the goveiiiment of the day, falling into 
the common eiioi, and not distinguishing between ciedit and 
cii dilation, suddenly intei posed a law to abolish, withm a 
shoi t and limited tune, all notes below pounds, which, at 
least, it was thought, would secuie all the piomised advantages 
of the bill of 1819, as fai as legaided tiade. Subsequent ex- 
pel lence has proved how ineffective even tliat lestiiction on 
paper ciiculation has pioved to secuie the desiied object and 
prevent convulsions of ciedit, which, on the contiaiy, have 
occuried so fieqnently, as to attract once more the fmthei in- 
terfeience of the legislature by the bill of 1844 ; but we feai 
with no moie chance of success to obtain tlic desiied object 
than all the foinier abortive attempts, as its whole or chief ob- 
ject IS to legulatc ciiiiency, while it does little or nothing to 
improve the basis of ciedit 
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All foimei legulations of the cmiency having failed, the 
ministei has adopted a principle of further legulation, which 
has been gaining ground for many yeais past, and which has 
been advocated by the most leading and (numbeis consideied) 
by far the most mfluential and eminent politicians, political 
economists, and practical bankeis of the day It has, howevei, 
been opposed, by men individually as eminent as anjr by whom 
It has been suppoi led, both by then published writings, and 
then evidence before pailiamentaiy committees. Were we, 
howevei, to judge only by weight of authoiity (numbers con- 
sidered), we would leadily admit that Sii Robeit Peel migh t 
fairly expect a happy lesidt fiom his expeiiment. But when 
we look to the giave errors which, on foimer occasions, have 
been suppoi ted unhesitatingly by even a moie unanimous ap- 
pioval of all living authoiity , and, when, on investigation, we 
find the piuiciples in diemselves totally at vauance with what 
we conceive to be a just conception of the nature of cuiieiicy, 
and when we find, on fmthei investigation, that, even weie it 
not so — weie the fundamental assumptions, on which diat act is 
gioundedj all tiue — even then the anticipated effects would 
not lesiilt, we aie compelled to feai only anotliei senous 
failuie and disappointment , and if the opeiation of the law be 
lelied upon, as implicitly as the authoiity with which it has 
been introduced would fanly lead us to expect, we fear that 
deiangeinents will occur under it in even an aggiavated foim. 

SIB ROBERT PEEL’s BANK MEASURE 

At the conclusion of oui last article, ti eating of a mned 
currency of hank notes and com, we stated that the fundamental 
objection which Sn RobeitPeel entertained to the circulation, 
as existing previous to the introduction of his act of last year, 
was that coiivei tibihty into com at die option of the holder 
was not alone a sufficient guarantee against over -issues and 
consequent depieciation, and that, “unless the issueis of paper 
confoi rn to cei tain other principles, there is a danger that the value 
of the papci will not eoi respond with the value of com f and 
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that this check alone will not secuie the same action and. vaii- 
ation on a mixed cuiiency of bank notes and coin in vaiious 
states of the foieign exchanges, and dm mg an efflux oi influx 
of bullion, as would occui with a puiely metallic ciiculation 
Now, if these positions weie tiue, wc would at once conceive 
the necessity of some change, foi we admit all these qualities 
to he essential to a peifect cunency, — that is, we admit that 
all papei cniiency, to be peifect, or in any way admissible, 
should possess the most entue guaiantee against depieciation, 
just as much as a man who contiacts to delivei a qiiaiter of 
wheat should not be able, by any tiickeiy on lus own pait oi 
that of the law, to get off by dehveiing seven bushels , and such 
peifect convertibility being at all times maintained by wbat- 
evei means, it must follow, as a mattei of couise, that a mixed 
ciuiency must then follow the same lules m itsvaiiations that 
a purely metallic cuiiency would. 

In 01 del to secure these necessary and desiiable objects, 
Sn Robeit Peel asseits, that convertibility at pleasuie is not 
enough The advocates of lus measuic contend that, in oidci 
to pi event depieciation of bank papei, and to make it confoim 
with the vaiiations which would occiii with a cuirency entiiely 
metallic, it is fiiithei needful that the issiieis should legulate 
the quantity of notes in ca dilation by the vaiiations in the 
foreign exchanges — that ivitli an ej^m of bullion they should 
contiatt the ciiculation, and with an influx of bullion they 
should again expand it. They contend diat a sti ict obsei vaiice 
of these lules will regulate and lestoie the foreign exchanges, 
and, if not entiiely pi event, yet will matei laUy modify the 
severity of a ciisis which would attend any such deiangemcnt 
— that It would only be doing by a fixed law, and at an caily 
peiiod of the deiangement, what has always been done by no 
lule, but by the chance of piessuie and necessity, and always 
so late that the evil has been gieatly aggiavated They con- 
tend that if, at die commencement of a diain of bullion, bankei s 
weie to con ti act the amount of then notes in circulation, it 
would laise the value of the cuiiency, lowei the price of 
goods, check any fiiithei impoitation, encoiiiage moie ex- 
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tensive expoitation, and thus conect the adverse exchange by 
an action on meichandise, and stay the diain of bullion ' — 
that, duiing a favouiable exchange, bankeis should expand 
then cii dilation of the notes, lowei tlie value of the ciiiiency, 
laise the puce of goods, check fuithei expoitation,anden- 
comage impoitation , and thus again, thiough this action on 
the puce of goods, collect the exchange, and pievent afuither 
influx of bullion In oidei to accomplish these objects it is 
contended, that while the bank may safely issue, upon fixed 
secuiities, a quantity of notes, which shall not exceed the 
smallest amount of papei curiency that can at any time, and un- 
dei any circumstances, be requned — such a quantity, in sboit, 
that, even weie it inconvei tible, would continue to ciiculate 
free fiom the iisk of depieciation, yet that all above that sum 
must vaiy in amount exactly with the quantity of bullion m 
possession of the bank — that, as gold increases m the coffeis 
of the bank, the cnculation shall mciease, and, as gold dimin- 
ishes, the cnculation shall coirespondingly diminish , foi such, 
it is contended, would be the action of a pmely metallic ciu- 
lency 

111 puisuaiice of these piinciples, Sn Robeit Peel’s bill pio- 
vides that the bank shall cnculate, on fixed seciuities, the sum 
oifourtmn millions, as being the smallest sum that, undei any 
oidmaiy ciicumstances, can be requned, and that the issues 
beyond that amount shall vaiy piecisely as the amount of 
bullion vanes. 

These piinciples, and the comse puisued by Sii Roheit 
Peel, necessai ily involve the following 

FIVE ASSUMPTIONS 

First, That bank notes though payable in coin, at the option 
of the holder, aie still liable to be issued m excess, and aie 
consequently subject to depieciation 

Second, That convertibility is not alone a sufficient guaiantee 
that a mixed cuiiency of bank notes and com shall confoira, 
lints vaiiations, to the same laws that would regulate a puiely 
metallic cmiency. 
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Third, That issueis of bank notes have powei to inciease oi 
deciease the cii dilation at pleasuie 

Fourth, That, by an expansion oi eontiaction of the issues 
of bank notes atpleasuie, the puces of commodities can bein- 
ci eased 01 diminished, and, 

Fifth, That, by such uicrease oi diminution of puces, the 
foreign exchanges will be collected, and an undue influx oi 
efflux of bullion, as tlie case may be, will be auested 

We flunk It wdl be admitted fliat these five piopositions 
fanly lepiesent the pimciples involved m Sii Robeit Peel’s 
measiue, and maintained by those who advocate and siippoit 
It. In the face of such an airay of peisonal weight and 
authoiity, including tlie most expel t and practised politicians 
of all parties, and men the most accomplished in economical 
science, it has not been without the most caieful and diligent 
process of mvestigation and leflection that we have aimed at 
a conclusion that these piopositions, which at fiist sight staitlo 
any tliuikmg mmd as uivolving pimciples contiadictory to 
those geneially leceived as icgulatmg oidniaiy meicantile 
pursuits, aie not only not tiue and supportable by fact, but 
are, m eveiy instance, nearly the ?ever<ie of truth But we aie 
not altogether without the suppoit of high authority in oui 
views , 111 all mam and essential points they conciii with those 
advocated for some time past by Mi . Tooke, whom, taken singly, 
we are bound to regard, whether viewed as a political econo- 
mist, as a man of practical knowledge and experience, as a 
laborious, pains- takmg, and candid writer, or as evincmg m 
his woiks the most minute and extensive investigation, among 
die highest of all living authorities on such subjects , whose 
great works have been stamped with univeisal approbation, 
and have seemed a permanent place in the commercial and 
economical literature of the country. Nor can we omit men- 
tion of the more recent work of Mr Fullaiton on the subject, 
which also in tire mam suppoits om views — a work which ex- 
hibits a more mtimate and familial knowledge of all the facts 
and leasonmgs on which these pimciples aie based, and in 
which they aie treated in a more populai mannei, tlian any 
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othei that has yet come undei oui notice, and which cannot 
fail to give to die author a peimanent place among the most 
able wi Iters on the question of money and cmieiicy 

In imdei taking, which we shall now do, to show that each 
of these propositions is fallacious, and has no foundation what- 
evei, eithei in tiue piiiiciple oi expeiiencc, we would caiefully 
guaid oinselvcs fiom the most lemote suspicion diat om op- 
position to them has any sympathy with those who object to 
this measuie on the giound of itsiendeiiiig moie stiingent oi 
secuie the conveltibility of papei at the option of the holdei. 

CONVERTIBLE PAPER AND DEPRECIATION 

Assumption, Fvst — That banknotes, though payable in 
coin, at the option of the holdei, aic stdl liable to be issued in 
excess, and arc consequently subject to depieciation. 

This pioposition con tarns a puma facie eontiadiction of 
teims, that would appeal to thiow the whole onus on those 
who asseit and mamtain it, to piove it, and not on those who 
deny it to dispiove it, foi it is indeed difficult to conceive any 
state of cncumstances which would induce the public to letain 
m their possession a lowei lepiescntative of value, when the 
meie tiouble of stepping to a bank and presenting it foi pay- 
ment would mstantly put them in possession of a highei and 
more valuable mstiument of exchange When we think of 
the inci easing pains and laboui which men use to make the 
smallest piofits by business, the supposition must be at once 
rejected as having no foundation in fact, that so simple and so 
easy a means would be neglected. Foi what m leality does 
excess of issue, and consequent depieciation, meani' If it 
means anything, it is that the papei in cnculation will not 
command the full quantity of com it lepiesents, oi exchange 
for the same quantity of othei commodities as that com would. 
But will any one believe that in this count! y, with such facil- 
ity of intercourse, bank papei, in any pait of it, coidd evei ex- 
peiience such a dispaiity with coin, when, on picsentation, it 
can be exchanged foi its full value? It may indeed be said 
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tliat, in distant paits of the countiy, a piemuiin is sortietimes 
paid for tlie exchange of a laige note into soveieigns Tiue, 
but this is only in the chaiactei of a bankei’s chaige, foi a 
facility given to the paity holding it — foi keeping open an 
oflSce to facilitate the business of the public. Suppose a party 
in London has to tiansmit 50Z. to a paity in a small maikct 
town in Cumbeiland, the cheapest way of doing so would be 
by a Bank of England note, which, howevei, when leceived, 
might cost the lecipient a small commission to the bankei iii 
the town foi changing it, if he could find no one lequning 
such a note. But such chaige would only be in the light of 
the cost of tiansmission of money fiom one place to anothei, 
and in no way piove any depieciation in the instiument of 
exchange itself, for the veiy same day anothei party might 
go to the same hankei and pay a premium for the same note 
to tiansmit as a payment to anothei pait of the countiy, la- 
tliei than incui the gieatei expense oi risk of sending 
sovereigns, oi taking a bill at die pai of exchange 

But some admit, “ that while conveitible papei cannot pei- 
maiiently be depieciated — that while it must at length become 
equivalent to the specie it lepiesents, still, undci ceitain cii- 
cumstances, the adjustment may be long defened.” — ('iVh>- 
man's RemaiJis on Cut] encij and Banking) If Mi Noimanheio 
refeis to papei conveitible at pleasuie, and not at a distant 
day, then we can only say that it is beyond oui compiehension 
how such depieciation could, undei any cucumstances, be de- 
feired beyond the time requisite to exchange the instiument 
Nor does Ml, Norman explam undei what cucumstances the 
depreciation he speaks of would take place. It is tiue, he 
and othei wiiteis constantly lefei to the vauous piopoitions 
m which Bank of England notes and countiy bank notes 
have been in circulation at paiticulai times, but that is no 
moie an evidence of depreciation than wore it attempted to 
piove that, at some paiticulai time, half-soveieigns u^eie 
depieciated, because they weie found to occupy a laigei share 
of the cuculatioii in relation to soveieigns than at any othei 
time. No one has yet shown that a conveitible bank note 
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evei sold foi less than its value in gold, oi would command 
less wheat than such gold would 

But Sii Robeit Peel stated some staitling evidences of his 
pioposition in his speech on the 6th of May, 1844 — startling 
indeed, had they turned out to be tiue, oi applicable to Ins 
case He cited as evidences of the tiuth of his pioposition 
First, That shoitly aftei the establishment of the Bank of 
England its notes weie at a discount of 17 pei cent Second, 
That in Ii eland, in 1804, the exchange was unfavom able, and 
that It lequned 118Z 10s of the notes of the Bank of Iieland 
to pin chase 100/. of the notes of the Bank of England, and, 
Third, That unfavouiable states of exchange had existed be- 
tween Scotland and England And he assumed ovei-issue 
and depieciation, fiom the fact, that in all these cases the de- 
langeinent had been coin ec ted by a conti action of issues. 
Now, what weie the facts 1 Foi these we aie indebted to Mi 
Fullai ton’s woik (pages 169 to 179), First, In the case 
alluded to, of the Bank of England, Su Robeit Peel sup- 
pi esses, or at least omits the fact, that at the peiiod to which 
he alludes the Bank had actually suspended cash payments, 
and Its notes weie not conveitible It occuiied in 1696, 
when silvei was a legal tendei foi all sums The coin, how- 
evei, had then become so much injured by weai, that it was 
itself depieciated in lelation to the maiket puce of silvei In 
1695-96, though an ounce of silvei lepiesented 5s 2d of 
com, yet those coins had become so much worn that silver 
sold m the maiket foi 6s 4d of such coins At that time a 
1 e-coinage took place, and coin of full weight was put into cii cu- 
lation along with that of light weight The consequence was, 
that pai ties earned their notes to die Bank and exchanged 
them foi the new and heavy com, which they melted down 
foi thepiofit obtained by Its diffeience. The Bank’s tieasuie 
was exhausted, and it suspended payment, and the notes, be- 
ing no longei conveitible, weie capable of depieciation to any 
extent to which they w’eie issued, and capable of appieciation 
by a conti action of the quantity. 

Second, In the case of Iieland, in 1804, Sn Robeit Peel 
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again ovei looks the all-mipoitant fact that tiie notes of that 
day were notoiiously mcoiiveitible It was dm mg the bank 
restriction act, when, foi seven yeais, the Bank of England 
and the Bank of Ii eland had been equally lelieved fiom the 
payment of their notes in gold The \aiiation of the exchange 

was not, however, ISl pei cent,, as Sii Robeit Peel states it, 
but only about 10 pel cent, as there was a difference of 8f per 
cent in the mtimsic value of the lush and English cuiiency 
at a pai of exchange But no one evei denied that an incon 
vertible ciniency is capable of ovei -issue and depieciation to 
any extent that such ovei -issue takes place And that, con- 
sequently, the cuxiencies of two separate count! les, being both 
inconveitible, will become depicciated in i elation to each 
othei, just in tlie piopoition that ovei -issue may exist in the 
one 01 the othei at the same moment. In 1804, the lush in- 
convertible cmiency was depreciated by 10 per cent , in i ela- 
tion to Bank of England papei, which, in the same year, be- 
ing also inconveitible, was depieciated by 21 13s 2d pei 
cent, the puce of gold being then Al, an ounce. Eithei was 
then capable of gieatei oi less depieciation by fuithei expan- 
sion 01 conti action, Sii Robeit Peel says that the Bank of 
Ii eland reduced its ciiculatioii fiom 8,000,000/. to 2,410,000/ , 
which, “in conjunction with an mciease of English ciicula- 
tion,” lestoied the two (inconveitible) cuiiencies to a pai of 
exchange , oi, in othei woids, the English ciiculation was a 
little nioie depieciated, while the lush ciiculation was some- 
what appieciated, until they settled at the same point 

Tlwd, In the case of the unfavouiable state of exchange 
between Scotland and England, the only instance which we 
know of was duimga period just pieceding 1766 At that tune, 
before the establishment of bianch banks in that countiy, a 
gieat number of mfeuoi tiadesmen issued notes foi vciy 
small sums, not exceeding a few shillings, wlucli weie piacti- 
cally paid m the laigei notes of the banks when lequiied. 
But at that time the notes of the Scotch banks had the op- 
tional clause inseited in them, to which we lefciied m om 
last aiticle, by which the bankei could delay then payment 



CAPITAL, CUIlEENCy, AND B VNkINC, 


57 


foi itr months dttei then piesentation, by giving legal iiiteiest 
dm mg that tune As we explained m om last aiticle, an m- 
sti ument of this kind, though ultimately, and at no distant 
day, conveitible, is not fiee fiom the iisk of depieciation, in 
the case of an adveise exchange, when com is lequiied iimne- 
diately foi tiansmission to othei countries, but, as we also 
theie explained, such depieciation, if the insti ument be of 
undoubted ciedit, will be confined to that late at which peo- 
ple will be willing to buy it as an investment foi the sake of 
the interest, until it becomes due Such is the case with ex- 
chequer bills. 

Sii Robeit Peel finther alluded to the lesult in lecent 
yeais of the system of banking in Ameiica Heie, again, 
however, the notes, though nominally convertible, weie 
not so m leality In the fiist place, they had iio metallic 
standard, but all coins, of all metals, weie legal tenders accoid- 
ing to ceitaui lates fixed by a taiiftj and when bankeis had 
then notes piesented foi payment, they availed themselves oi 
the com and the metal that was the cheapest , and Spanish 
dollars, then money in account, have been as high as 7^ pei 
cent piemium And, moieovei, “ foi some time pi evious to 
the last suspension of cash payments in Ameiica the banks 
there had fallen mto the habit of advancing to the iiiei chants 
in post-notes at foui, six, and eight months’ date” (FuUaiton, 
179), which ciiculated as emiency, and weie exposed to the 
same evils of the optional note system of the old Scotch bank- 
ers , and which, not being payable on demand, became 
greatly depreciated when the banks which had issued them 
fell into disci edit 

Here, then, is the evidence on winch Sir Robeit Peel 
founded his bill, not one tittle of which has the slightest i ela- 
tion 01 relevancy to the subject with which he was dealing 
We cannot suppose Sii Robeit Peel igiioi ant of the evident 
and essential chfference between the piesent convertible cur- 
rency of this country, of which he was tieating, and of the 
inconvertible notes by which he illustrated his aigumeiit, 
noi can we suppose it possible that he was ignorant of the 



fact that the cases he quoted — at least, ol the moie notorious 
and staithng ones of the Bank of England and the Bank of 
Ireland, in which he asseited the depieciation to have been 
17 pei cent, and 18^ pei cent lespectively — were of incoii- 
veitible, and not conveitible, papei And leally, thcicfoic, 
we cannot give the ministei ciedit foi much candoin in 
seeming a tempoiaiy apparent tiiumph in a speech, by the 
use of facts which, when stated fully, were not only iiiclcvant 
altogether, but which, faiily looked at, would have suppoited 
the opposite theoiy. 

But the most subtle and tiuly curious argument is that 
used by Colonel Toiiens. He admits that theie i® a differ- 
ence between the liability to depieciation of an inconvertible 
and conveitible papei, which he states thus — 

“ Tlieiiiciease m the quantity of moonveitiblo papei is unlimited , the moionso 
in the quanti'y o£ convertihle paper is limited hy the powei of the holder to o\- 
cliangc it for gold, as soon ns fiom the inciease of its quantity its value in lelntion 
to gold hogins to decline If the inciensc m the quantity ot convertible papei had 
no efieot in loveiing its value lu lelatiou to gold, the lioldei could have no 
motive m exchanging it for gold ” 

Now, leally this is a special case of magnificent lefinomcnt. 
Every case of an optional exchange of equivalents must be 
consideied an evidence of depreciation! It is ecitamly an 
evidence of some piefeieiice, oi greater applicability foi the 
purposes munediately lequiied But let us ask tins ingenious 
leasouei — Two men go to the Bank counter on two successive 
days , one has received a lemitiance of a fifty pound note 
from the country, which is of no use to him till he has con- 
verted it into corn, and he piesents it for payment, the othei 
man has Jiffy sovo cigii’i, but wishes to make a remittance to 
the country, and he receives a note in exchange for it Tlie 
one has a ''motive” for exchanging the note for gold, the 
other foi exchanging gold foi the note, the one had a pi e- 
feience foi gold sufficient to take him to the bank, the otlici 
had a piefeience for the note sufficient to take him iheie 
Now, we ask, which was depreciated — the com oi the irote'^ 
for in one case there xvas moie coin m circulation, and less 
papei, than the convenience of die public required for cncu- 
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lation,"aud theie existed, tlieiefoie, a “motive” to conveit com 
into papei , in the othei case, theie was moie papei and less 
com m cnculation than the public, conveiiieiice leqiiiied, and 
theie existed a “motive” to conveit it into com But enough 
We will giant Colonel Toiiens that bank papei may be de- 
pieciated in lelation to com to the extent of supplying a 
‘‘motive” to step to the bank and exchange it, but he, too, 
must giant that soveieigns also may be depieciatcd to the ex- 
tent of supplying a siniilai motive to exchange them But 
when all the ingenuity of this most ingenious wiitei on these 
subjects has been able to give no bettei evidence of the 
liability of conveitible bank papei to depieciation, what aie 
we to think of the mmistei who giavely alFects to found a 
gieat bank measuie on such a pimciple^ The tiuth is, that 
diffeient poitions of the cuiiency aie used to peiioim dilFei- 
ent kinds of exchanges Notes, and especially those of a high 
den ony nation, aie used foi making large payments, oi lians- 
niittnig money to a distance, while com is used chiefly foi 
small payments on the spot But com is also useful, in case 
of need, to tiansmit to other countiies to make payments 
whcie om bank notes do not ciiculate, and, as long as these 
diffeient instiuments of cuiiency can be exchanged foi each 
othei, at the option of the holdei, it appeals a pcifect contia- 
diction in teiras to say that eithei one oi otliei can lemain 
in excess in piopoition to each othei, o) be depicciated in le- 
feience to each othei Tlic expeiiencc of eveiy membei of 
the community amply testifies the fact And if we wanted 
any fuithei aigument foi this tiuisra, we would find it m the 
followmg passage of Sir Robeit Peel’s own subsequent speech 
on the 20th of May, extiacted fiom die Times of the 21st. — 
“ I say theie is a standard of value, and that standard of value is a definite 
quantity of gold, of ccitain fineness He who issues paper promises (o pay a cer- 
tain am omit of gold The papei, then, ought to confoiiu to the gold I admit 
the operation of this measure may foi a time affect a limitation of puces , hut I 
sav that all inciease of prices, ausing fiom an excess of papei, is an illegitimate 
increase , and that there is no advantage m any uicicase of pnoes that arises 
fiom ail issue of jiapei beyond the value of the metal it repieseiits I hnng the 
mattei to this simple issue — Siipjioie you have deprecUited yonr pajm , and 
you) papei shll i emains convei (Me into gold, do you think that every man who 

g3 
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had a I Iffht to imtsi ttpan t eceimnq Jive soverngni fo) his 51 mile, mould not im- 
mcihutely insist ujiou that light the moment he found that gold was mme valuable 
thangiapei ^ Don’t you stipjinse that, f the gieat dealei in eachanges in London, 
Ml lioihschtld, foind that, hg pi eventing 500,0001 of papei at the Banl of Eng- 
land he could get 500,000 sovereigns, and that they were mm c valuable than 
paper, he would avail himself of the powei the law gave him, and demand gold t 
And don’t you suppose that eveig other man, whose haasachons were less exten 
sive, but who had a right to leceivejive saves eigns for his 51 note, would immedi- 
atihi demand it ?” 

Theie lemains to be consideied an opinion held equally by 
those who assei t the liability to depieciation oi papci in i elation 
to gold, and some who deny such liability, that conveitibility 
of papei is no guaiantee against its being issued to such an 
extent as will depieciate the whole citiiency, bank notes and 
com togethei, in i elation to foieign cmiencics. This is an 
inteiestmg point, and deserves some consideiation. 

Theie can be no doubt that, to whatevei extent the use of 
gold is economised by the iiitioduction of banking, by the use 
of bills of exchange foi tiansimtting payments fiom one pait 
of the countiy to anothei, by the use of cheques foi making 
payments ui the same place, oi by the cnculation of bank notes 
as pait of the cunency, — to whatevei extent the use of gold 
IS economised by these vaiious means, to that extent a poition 
of that hitliei to tised as money will become applicable to othei 
puiposes, as much as if an acldition to the whole stock of gold 
had taken place. Suppose, foi example, that the whole of 
oui cunency was, at this moment, seventy milhons of gold, in- 
stead of being about thn ty-Jive mtlhons of gold, and the same 
of bank papei ; and while it was entiiely gold, the piesent 
system was mtioduced Theie can be no question diat the 
intioduction of such an amount of bank notes woidd release 
a similai amount of gold fiom the purposes of cuirency, 
would make gold as a commodity moie abundant, and would 
lowei its value in i elation to commodities, and, weie it 
possible to pi event the export of any poition of the gold so 
released fioni the uses of money, would depieciate our whole 
cunency in i elation to that of othei conntiies, supposing 
them to have been equal befote. But as long as gold is fieely 
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tiansmissible fiom one countiy to another, it will not be diffi- 
cult to show that such depreciation could only exist foi aveiy 
short tune, and only at all to the extent of the small pi ofit 
which constitutes a motive to send the piecious metals horn 
one countiy to anothei If thuty-five millions of soveieigns 
weie leleased ftom ciiculation, by the use of so many bank 
notes, the value of gold would fall in relation to its value on 
the continent The bullion dealei would, as soon as a fall had 
taken place which would leave any profit, tiansmita portion of 
It to othei countiies , and by this means the value would 
again become pci fectly equalised, and the depreciation on oui 
curiency would not be measuied by the proportion which the 
com leleased from ciiculation boie to the stock of gold in tins 
countiy alone, but to that of the geneial stock of gold in the 
maikets of the woild And no possible issue of conveitible 
papei could have a gieatei effect, oi could suffei any depie- 
ciatioii foi a longei peiiod than was necessaiy to equalise the 
value of tlie metals by tiansinission fiom one coimtiy to an- 
othei Foi, though bank notes could not be so tiaiisiintted, if 
issued in a laigei quantity, yet being conveitible into then le- 
piesentative in com, as long as it was pi ofi table to tiansmit the 
lattei, the foiinci would be exchanged for gold foi that pui- 
pose, and tlius the pimciple of conveitibility would effectu- 
ally pieveiit any depieciation of longei duiation tlian would 
suffice to tiansmit the bullion, oi to a gieatei extent than 
would supply a motive foi so doing, and foi which the small- 
est appicciable pi ofit would be sufficient 

confoumity of a mixed cubrency with the variations 

OF A METALLIC CUBRENCY. ^A SERIOUS DISTURBANCE 

TO THE CURRENCY THEORY * 

Assumption, Second — That conveitibility is not alone a 
sufficient guarantee that a mixed cuiiency of bank notes and 
com shall confoim, in its vaiiations, to the same laws that 
would legulate a purely metallic ciuicncy. 



The fiist step in this inqmiy is to asceitain how a purely 
metallic curiency would vaay when the puces of commodities 
weie using oi fallmg, or in case of an efflux oi influx of bul- 
lion aiising fiom anadveise oi favouiable exchange. Among 
all the wiiteis who have hi ought tlie charge against a mixed 
cuirency of want of conformity with die action of a metallic 
cuiieney, we have met with no one who has veiy cleaily at- 
tempted to explain then views as to the precise action of a 
metallic curiency j noi with any instance whcie the leasons 
foi the generally assumed action aie even attempted to be 
given Wc aie, however, ready to admit most fully that 
whatevei is the action on a purely metallic curiency under 
such circumstances, the same piecisely ought to be found to 
exist on a mixed currency of coin and convertible papei . 

All writers who support die opmion acted upon by Sir 
Robert Peel, seem to take it for granted that a metallic ciii- 
lency would dimmish with rising puces, and would mciease 
with falling puces — would increase in the event of an influx of 
bullion, and dimmish m die event of an efflux of btillion It 
would have been veiy satislactoiy had any one of the accom- 
plished wiiteis who have suppoited this view, taken the pains 
to explain the ground on which they lest it. Having, how- 
evei, assumed diis much, when they discover by the peiiodical 
1 etui ns of bank notes in cnculation, that they, as part of a 
mixed cm i ency, have followed a difiei ent i ide, they have at once 
taken that as an evidence of a vice in the system, without any 
mquiiy oi suspicion as to the accuiacy of die lule Had these 
ivuters leflected foi one moment, they would have seen that 
even weie they collect m then assumed action of a metallic 
cm 1 ency, the amount of evidence fiiinished by die i etui ns of 
notes alone was not sufficient to piove the precise state of die 
cnculation m the case of a mixed emu ency, the whole ol 
which they could iievei ascertain without knowing what poi- 
tion of com was ciiculatiiig at the time Foi no one will pie- 
tend that, with a mixed cm i ency of notes and coin, it is in any 
dcgiee essential that the i dative piopoition of each need al- 
ways be the same. Wc iiilioduce tlus aiguiuent hcie, not foi 
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the puipose of taking any advantage of a doubt it may cieatc, 
as to whethei the letuin of bank notes in ciiculation may be 
taken as a fan test of the whole amount of the cuiiency m the 
hands of the public, m the case befoie us, but in older to 
show that in all the aiguments which have been drawn fioni 
these 1 etui ns, as to the amount of the circulation and its effects 
at any paiticulai time, theie is m the fact a great and may 
be essential distuibmg cause, which has hitheito, as fai as we 
know, entiiely escaped the attention of eveiy wiiter on the 
subject The whole amount of tlie coin employed as cncula- 
,tion in this countiy is estimated at fiom 30,000,000/. to 
lb^00,000/, say 35,000,000/., a sum neaily equal to the 
whol^*areiount of papei circulation. The letuins, theicfore, 
of bank hfes at any time repiesent the state of only one-half 
of the ciiculauon, while die other half, which does not iieces- 
saiily beai any llKcd oi ceitain piopoition to the notes, may 
have vaiied m a directly opposite way , and thus, when tlieie 
is an indication of a change m the amount of the cuiiency by 
these le till ns, theie may in fact be none whatever, weie the 
whole ciiculation known , oi theie leally may have been a 
consideiable diffeiencc, when none has appealed on the face 
of the note letuiiis, oi, again, the actual change which has 
taken place on the entne ciiculation at any given time may 
have been dneedy the opposite of that which such i etui ns indi- 
cate All the aiguments of those who suppoit what has been 
tcimed the curiency piincijnle, aie derived horn, and have le- 
fcience to, the action of the whole circulation, papei and coin 
conjointly, whethei they speak of the legulation of issues oi 
the effect on puces , whde, howevei, all the data on which 
they pioceed to piove then fheoiy, oi to sustain chaiges against 
any odiei system, has lefeience only to one-half of the whole 
ciiculation, which is not nccessaiily any tiue indication of 
the othci half, and which, as wc shall have heieaftei to piove 
will often have a dii ectly opposite tendency. 

But, to letuin to the consideiation of the question before us, 
we aie quite willing to admit that a mixed cuiiency of com 
and conveilible notes, does iiiciease with a rise in puces, and 
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does dimmish with a fall in puces — does increase in most cases 
at the eaily peiiod of a diain of bullion, and does diminish in 
most cases in the eaily pait of, and may continue for a long 
peiiod dming, an influx of bullion, but we do not admit, 
with one of the most eminent writers in favoui of the cuiieiicy 
theoiy, that this ts the revei se of what would taJic place with 
a metallic t it culationf on the central y^ we submit that a little 
investigation wdl piove that it is precisely the same 

We have aheady, in om second aiticle (page 13), gone so 
minutely into the proof and leasonings why a purely metallic 
ciiculation must necessaiily follow the vai rations now pointed 
out, that we shall not weaiy oui leadeis by a repetition of 
fliein in this place, as they can be easily lefeiied to , but we 
may state some general leasons to prove tliat, whatever is the 
action in the case of a metallic circulation must of necessity 
be the same with a mixed ciiculation of coin and convertible 
notes. 

Ml Jones Loyd says, “A metallic ciiculation could nevei 
be drained out Because, as the diain went on, tlie deci eased 
amount would produce a continually increasing value of die 
circulation, which, by its effect upon the late of interest, up- 
on the state of credit, and upon puces, would assuredly stop 
the drain at some stage of its piogiess” In this, and in all 
other allusions to a diam, it seems to be the opinion drat, with 
a metallic cmiency, it would immediately act upon the circu- 
lation, and hence the reasoning that, with a mixed cmrency 
of com and paper, a chain should also be made immediately 
to act upon the paper, but a little consider ation will show how 
eiioneous this supposition is The actual currency of a coun- 
tiy IS so much of its capital, which it retains m its hands, oi, 
111 the case of paper, the representative of so much of its capi- 
tal ovei which it keeps a constant oidei and contiol, bearing 
no inter est, yielchng no profit, but pei forming the simple func- 
tion of exchange, and facilitatmg the employment of the re- 
maining poition of the capital of the countiy. The smallest 
quantity with which this function can be pei formed will only 
be retained foi the pm poses of cmiency, because it yields no 
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Intei'est, and eveiy poition that at any time can be spaied will 
be invested, as capital, in some secuiity beaiing mteiest, or 
some occupation giving profit. But it must be evident that 
the quantity of coin or notes required to conduct these ex- 
changes must depend m gicat meaauie upon the quantity of 
exchanges to be peifoimed, and the amount they lepresent in 
value And that, therefore, a higher pi ice, and a greater 
value of commodities, must requiie a laigei ciiiiency. When 
a drain sets in, which merely means when it becomes profita- 
ble to export the commodity gold, such demand will act on 
the stocks of bullion, and on the coin m the leseives of bank- 
ers, but not diiecdy on the com constituting the actual circu- 
lation, at least until all those reserves weie actually exhausted, 
and then a struggle would commence between those who re- 
quired com foi ciiculation, and those who lequned it foi ex- 
port. To this point a diaiii ncvei yet has proceeded with a 
convertible currency, nor can we conceive any circmnstances 
undei which it is likely to do so. 

It may, indeed, occur that a poi tion of the identical com 
in circulation is expoited, oi that a poition of paper is taken 
to the Bank in exchange for gold to be expoi ted ; but, m 
either case, the moment the circulation becomes deficient, the 
necessaiy quantity wiU be supplied from the deposits in the 
banks If a dram pioceed fiom any cause, which is accom- 
panied by a high puce of commodities at home, as in the case 
of a deficient haivest, there can be no doubt that, co-existmg 
with such drain, the actual amount of cuiiency lequiied for 
internal circulation would, foi a time at least, be gi eater, 
whethei puiely metallic oi papei and com. But the whole of 
the aiguments which we applied in oui second article (page 13) 
to a metallic cuiiency, aie equally applicable to one of paper 
and com, for the papei, being conveitible at pleasiue, would 
be subject to every action that com would be. In short, bank 
notes are merely so many ordeis to leceive com, and, theiefoie, 
any motive that could influence coin, command its course, oi 
direct Its variations in quantity or value, must apply equally 
to those paper instruments which, m reality, aie simple older s 
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foi gold, Can we, in piactice, conceive any ciicumstance 
wlncli would aiibc, when a man holding one hiindied sovereigns, 
could be induced to chspose of them diffei ently, than if he held 
a one hundr ad pound hank note, which he could, at option, and 
without delay, exchange foi one hundied soveicigns? Wliat- 
evei motive actuated the disposal of die coin would actuate 
an exchange of the note into com, piovided that wcie needful 
for the use to which he wished to apply it. In shoil, convei- 
tibility eithei means stud identity foi eveiy object, oi it 
means nothing The com of a mixed cmiency, with this 
check alone, would stand as htde iisk of being diained out, 
as It would in the case of a metallic ciiculation, foi, whatevei 
effect a drain pioduccd on a metallic cmiency, it would equally 
pioduce on the com, and the notes foi which com could be 
had at pleasuie, constituting a mixed cuiTeiicy 

We, theiefoie, hold it as an incontioveitible fact, that theie 
can be no vaiiation whatevei m the quantities, values, oi gen- 
eial action of a cmiency puiely metallic, oi of one composed 
of com and coiiveitible papei. And that the principle of 
convertibility alone is a peifcct guarantee that, in all cases 
and 111 every respect, the one cmiency would stnedy conform 
with the othei 

111 oui next article, we will proceed to examine the lemain- 
nig three assumptions on which Sii Robert Peel’s measiue 
lests, tlie four practical illustrations of the pimciples contended 
for, as given by Mr Loyd; the expeiience of then opeiation, 
so fai as embodied m the new bank bill, and dieir tendency 
and consequence in the case of an adverse exchange. 
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'I'lie Bank Act of 1844 continued — The contraction and expansion of the ciii- 
lency at pleasure consideied , flist, nndei an advetae ovchauge , second, un- 
de 1 a fai ouiable exchange , — showing that no such powei is possessed by the 
Bank 

Following up a consideiation of the five assumptions 
which aie involved ui Sii Robeit Peel’s mcasuie of lastyeai, 
we come next to that which infeis the power of 

CONTRACTION AND EXPANSION OF CURRENCY AT PLEASURE 

Assumption, Thud — That issuers of bank notes have 
powci to incieaseoi deciease the ciiculation at plcasuie. 

The impoitant and essential piinciple by which Sii Robeit 
Peel expects his new measuie to opeiate m lectifying tlio 
foicign exchanges, is by an assumed action on the cnculation 
by means of a legulation which imposes the duty on the bank 
to withdiaw its notes as bullion flows out, and to mciease 
then quantity as bullion flows in — on the supposition that in 
the foimei case the puces of commodities would be lowered, 
expoits encoLuaged, and imports discomaged, and in the 
lattei case, that the puces of commodities would be laised, 
expoits would be discouraged, and impoits encouiaged, and 
in both that the derangement m the foieign exchanges would 
thus be collected The infeience as to the effect of such an 
action on puces, weie such possible, wc shall have to considei 
by and bye. In the meantime we flunk it will not be difficult 
to show that no such powei lests with the Bank, as this le- 
gulation mfeis, and that whatevei effoits may be made to 
comply with this condition imposed by the bank bill, will be 
effectually countei acted by anotliei action, ovei which the 
Bank will have no contiol, and which will matcually aggra- 
vate the dangeis and difficulties of an adveise exchange. 

Let us, foi one moment, lecal to the mind of the leadei the 
tiue natiue of cuiiency and the functions of a hankei. The 
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cm 1 ency onginally metallic, was so much ot the capital of 
the countiy put aside m the foimof coin, foi the purpose 
of facilitating exchanges The instituting of banks was 
highly useful to the public, in as fai as the facilities they af- 
foided of depositing money, with the ccitainty of its return 
when 1 eqmi ed, i endei ed a smaller quantity of capital nccessai y 
to constitute a cun ency, and leleased the lemaindei for pio- 
ductive pui poses. But the public, undci no ciicumstances, 
will yield up to banks a laigei poition of their money foi de- 
posit, than IS consistent with the convenience and necessities 
of then tiade As fai, theiefoie, as legaids the amount of 
cm 1 ency when puicly metallic, the bankei is obviously a meie 
passive agent, the circumstances which leally do contiol its 
amount being such as the bankei cannot m any way influence 
If tiansactions inciease in amoimt and mnumbei, the instiu- 
ment of exchange must also inciease, if tiansactions dimmish 
in amount and in mimbci, the instiument of exchange will 
necessaiily dimmish, and a poition of the capital foi meily held 
as curiency, will be restoied to pioductive uses 

But m all this, an expansion oi a con traction of the ciu- 
lency is an effect and not a cause. In all such changes the 
banker is a passive agent, acted upon by the ciicumstances 
which deteimine the amount of cmiency lequired, and not an 
ACTIVE AGENT, acting upon the amount of the cmiency. A mis- 
taken notion as to these lelations, we believe to be the funda- 
mental eiroi of Sii Robert Peel’s bill Noi wdl the question, 
as we have now stated it, be m any way diffei ent, though 
other modes are adopted of economising the amount of capital 
in use as curiency, by the intioductioii of cheques or bank 
notes, as long as these are convertible into com at pleasure. 
For It must be qiute evident, that, if the transactions of com- 
meice do not require the amount of notes which aie in circu- 
lation, they will be returned upon the issueis, oi, if any at- 
tempt be made to cm tail the cuirency by forcibly withholding 
bank notes fiom cnculation, it will only oblige the public to 
withdraw from then deposits a larger quantity of corn We 
will separately examine the piactical effects, as they would 
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diise m the case of an adveise and tavouiable exchange, in 
01 del to illustiate our aigument. 

First, An Adverse Exchange. — We will suppose that the 
Bank of England is in the most satisfactoiy position as le- 
gaids die amount of bullion and cuculation, and that the oc- 
cuiience of a bad harvest suddenly lequnes a laige impoit of 
giain , that the exchanges aie tinned against us, and that a 
stiong dram sets in on the piecious metals m the hands of the 
Bank, undei which two oi thiee millions qmckly disappeai, 
and lendei it necessaiy, under die legulations of the new law, 
foi the Bank to withdiawa quantity of its notes fioni circular 
tion, eithei by widiholding its usual discounts or by the sale 
of Its secuiities But in the meantime nothmg has occuiied 
in the ti-ade of the countiy to lendei a smaUei cuiiency le- 
quisite On the contiaiy, the highei price of pi o visions would 
lequue a laigei amount of cuiiency to ciiculate them, and, 
therefoie, if the Bank attempted foicibly to withdiaw apoi- 
tion of its papei fiom cuculation, the only effect would be to 
create a fuithei diain on its tieasuie to supply the vacuum 
thus made in the cuculation, by com. This would be effected 
by an action on the deposits. It has been obseived on all 
formei occasions, when the policy of the bank chctated an 
aibitraiy and foiced wididiawal of notes, diat then place 
was immediately occupied by the paper of countiy banks , 
noi does it follow that the banks m question, which" have 
been much blamed foi inci easing dieir cuculation on such an 
occasion, had any contiol ovei it It does not follow that 
they might not, at die veiy moment be diminishing then 
ci edits, and acting on the most cautious prmeiples, foi, even 
in that ease, then deposits weie stdl exposed to be diawn upon 
to make up die lequisite amount of cuiiency Undei the 
new law, they will be effectually pi evented fiom issuing inoie 
paper, and, theiefoie, when die bank cm tads the amoimt of 
notes in cuculation, the depositois m the countiy must be an- 
sweied by com The secuiities held by countiy bankers will 
be sold, and deposits withdiawn fiom die bank in the 
shape of com to answer the mteinal demand And diiis, 
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in spite of any attempt on th<' pai t of the Bank to cm tail 
the circulation, all that it can accomplish will be to altci the 
piopoition of notes and coin — to cicate an inteinal diam foi 
bullion co-existent with, and in addition to, the external di am. 
Bankeis may contiact tlie poition of the cn dilation consistinf> 
of notes, but tliey cannot affect the whole amount of notes and 
coin conjointly. All drey can at the most accomplish will be 
to altei the piopoitions. And thus, any action of the Bank 
on the cuiieiicy of the countiy, by a withdiawal of its notes, 
which It has been asserted has hitheito been lendeicd iiuga- 
toiy by the inci easing issues of countiy banks at such times, 
will still be leiideied equally so by the place of the withdrawn 
notes being filled up with coin, and will only tend to aggia- 
vatc the diain on the Bank Unfoitunately there is no means 
of ascertaining, in the case of an efflux of bullion from the 
Bank, what poition of it is actually tiansmittcd abroad, and 
what poition goes to inciease the internal cmiency. But 
thcie aie many leasons foi believing, that what is often le- 
gaidcd entirely as a foieign diain is in a considciable degiee 
an internal diain In 1839, undei the unpiecedented impoit 
of giain, the bullion in the Bank sank veiy lapidly In Sep- 
tembci, 1838, the circulation of Bank of England notes 
amounted to 19,665,0007, and the bullion m the Banlc was 
9,615,0001 Flora that month to May, 1839, moie than 

2.000. 000 quarters of foieign wheat weie nnpoitcd, and, in 
the lattei month, the ciiculation of the Bank had been reduced 
to 18,350,000?, and the bullion to 6,023,000? Under a sud- 
den import of giain to such an extent, m eight months, and 
of which the greatest part (1,800,000 quaiteis) took place in 
the first SIX months, lepiesenting m all a value of at least 

7.000. 000?., a reduction in the bullion of 3,500,000?. does not 
appear large, and especially in the face of a con ti action of the 
ciiculation of the Bank dining the same time of 1,300,000? 
It appears, however, that during that peiiod, as rapidly as the 
Bank withdrew its notes, those of the countiy banks weie in- 
ci eased, and filled up the ciiculation. In September, 1838, 
the countiy circulation was 11,364,000?, and in June, 1839, 



CAPITAL, CUilRENCY, AND BANKING, 71 

i‘2,275,000/. Foi this mciease of ciiculation the countiy 
banks weie much blamed, but, whatevei opinions may be 
held legaiding the comse tliey puisued, we think theie can 
be little doubt that, had they letained dieii quantity of notes 
the same as they weie m Septembei, the bullion in the Bank 
would have suffeied a leduction during that period to fill with 
com the vacuum cieated in tlie requisite amount of cunency 
by the withdiawal of the bank notes At this peiiod of the 
diain, the Bank, conceiving that their plans foi collecting the 
exchanges weie frustrated by the expansion of the countiy 
ciiculation, took seveie measuies to check it, and even to 
thiow It into disciedit, by making it a iide of the Bank Pai- 
loui to lef use to discount any papei having the endorsement 
of a joint stock bank of issue. Tlus act was accoidingly suc- 
ceeded by a sudden and violent attempt at coiitiaction on the 
pait of the countiy banks, so that, between June and Septem- 
ber, their ciiculation of notes was leduced flora 12,275,000k 
to 11,084,000/, making a leduction of the aggregate cucula- 
tion of the Bank of England and the coimtiy banks, togethei, 
of 1,300,000/ in less than thiee months. But dm mg this 
peiiod the diaui of bullion was moie seveie than at any tune 
befoie 01 aftei. On the 1st of June, the bullion in the Bank 
was 5,119,000/,, and m Septembei it had sunk to 2,816,000/., 
notwithstanding the loan fiom the Bank of France of 
2,500,000/, leaving which out of the question, we agiee with 
Ml Loyd that we would be justified m saying that “the bul- 
lion of the Bank would have been completely exhausted” 
But wc tlunk there is eveiy leasoii to believe, that the con- 
tiaction thus foiced on the countiy banks tended, dining those 
thiee months, to aggiavate die foieign diam of bullion, by 
withdrawing fioni the Bank die com lequiied to sustain the 
lequisite amount of cunency. In a few mouths the bullion 
sunk about 5,000,000/ (taking into account the ciedit upon 
Pans), but it is impossible to say what poitionwent to satisfy 
a foreign demand, and what poition to satisfy the inteinal de- 
mand cieated by the withdiawal of notes. At no peiiod is 
theie any leason to believe that people held moie notes than 
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theii daily tiansactions requiied, and at no peiiod can it foi a 
moment be conceived that, while there is a large aggregate 
amount of deposits in bankeis’ hands, over which the public 
have conti ol, will they be inconvenienced by a want of a suffi- 
cient currency to peifoim the internal exchanges of the coun- 
tiy; for, if paitictilai individuals have not a command of 
money, owing to a difficulty in obtaining the usual banking 
facilities, theie aie always plenty of othei people, then com- 
petitois in tiade, leady to take then place We think, thero- 
foie, that it cannot be denied, that while bankeis may foicibly 
contract that part of the ciiculation which consists of bank 
notes, they cannot prevent the whole amount being pieseived, 
by a withdrawal of deposits, and the substitution of com foi 
notes. We readily, however, admit, that, aftei the high pi ice 
of corn and the adveise exchange had lasted sufficiently long 
to reduce the consumption of other commodities, to lessen the 
demand foi manufactures, the amount of employment, and the 
sum 1 equired foi die payment of wages, and consequently that 
apphcable to the daily expendituie, die ciiculation would then 
of Its own accoid become contracted, both of coin and notes 
Tins contraction follows, howcvei , as the effect of these com- 
bined ciicumstances, and not as the result of any option on 
the part of the Bank. We have dwelt longei on this part of 
the question, because many, who have denied die powers of 
the Bank to znc7ease the ciiculation at pleasuie, have yet con- 
'tended that it could dMJMJMs/i it at pleasuie, overlooking the 
fact that, under any circumstances, they had only power to 
withdraw the notes, but none to prevent a coriespondmg is- 
sue of coin. 

Second, A Favourable Exchange It will be less difficult 

to show that the Bank can exercise no option in extending the 
circulation at pleasure^ We have aheady sufficiently consid- 
eied the primary conditions on which any change takes place 
m the amount of cuiiency. Now, there seldom can be any 
ciicumstances attendant upon the early part of an influx of 
bullion, caused by a favour able state of the foieign exchanges, 
winch would require a laigei cuiieiicy to conduct the internal 



CAPITAl,, CUBBENCY, AND BANKING 


73 


exchanges of the countiy. The leason that leads to an influx 
of gold in payment of debts due to this countiy is, that it has 
become unprofitable to impoit commodities. In such a case 
gold IS not imported as an article on which a merchant ex- 
pects to derive a profit, but it is a means by which he bungs 
home his capital fiom other countries with the least loss. In 
oui second aiticle (page 13) we have sufficiently enteied into 
an examination of the causes which would operate at such a 
time to lendei any mciease of cuiiency uncalled foi, but 
which, on the contraiy, would rather tend to dmunish tlie 
amount requiied. And this view is supported in a lemaika- 
blo mannei by the events which have occuiied since 1841, 
when the exchanges fiist turned decidedly in om favour, and 
the late lengthened influx of bullion to the Bank coimncnced 
From Januaiy, 1841, the amoimt of bullion increased from 
8,966,000/ to 6,629,000/ in Januaiy, 1842, and to 11,054,000/ 
in Januaiy, 1843, duiing which period the aggregate circu- 
lation of the United Kingdom fell from 35,660,000/. in 1841, 
to 34,049,000/ in Januaiy, 1843, notwithstanding the gieat 
reduction which took place m the rate of inteiest dm mg that 
period, and of eveiy plan being resorted to by banks to em- 
ploy then increased means. So far fiom bankeis being able 
to extend their note circulation dming that peiiod, we think 
that there is much leason for believing that some consideiable 
portion of the influx of bullion to the Bank was derived from 
the internal circulation of com, which had been inci eased 
duimg the peiiod of very high puces, and which suffeied a 
conti action on the le-action of puces and depiession of tiade 
which ocemred m 1841 and 1842. This opinion is supported 
by the fact, that during the lattei year the inconvenience of 
the worn coinage first became very sensibly felt among the 
private banks in London. In that year and the succeeding 
there appeared a great tendency for com to centre in the me- 
tropolis, and the inconvenience to which bankeis were sub- 
jected by receiving so large a quantity, while the Bank refused 
to take any that was not full weight, w'as a subject of heavy 
complaint at the time, and ultimately led to an application to 



the government to call in all the light gold com. This inoon- 
venience would not have been cxpeiienced as it was, unless 
theie had been a veiy decided tendency to a contraction of 
the quantity of com lequned for cncnlation, and il we aic 
collect in tins supposition, it aifoids another example of the 
impel fection of any data, with legaid to the whole circulation, 
taken only fiom the pait lepiesented by notes. 

But with lespect to an expansion of the cncnlation at 
pleasuie, a bankei has no powei eithei ovei the whole or even 
over that part made up of notes. The Bank may withhold 
Its notes, and let the public take com , and com will, though 
not so conveniently, answci all the purposes to which notes 
aie applied. But the Bank cannot foice its notes and withhold 
coin when requited, noi will notes, being of a large denom- 
ination, peifoim the functions to which com is usually applied 
— the payment of wages and other small sums in letail transac- 
tions and piivate cxpendituie. 

We have not as yet had any experience of an advei se 
exchange imdcr the New Bank Bill, but we have had upwards 
of SIX months’ cxpeiience of a favouiable exchange , and that 
so fai coiioboiates our views, that the bank is in all these 
changes a meie passive agent, without any powei to act upon 
the cncnlation at pleasuie. By a Bank leturn to the House 
of Commons, we find that, on the 7th of Septembei, when the 
new law came into opeiatioii, the cncnlation of notes m the 
hands of the public amounted to 21,206,624Z , and the whole 
bullion to 15,209,060Z On the second of November the 
bullion had sunk to 14,038,751/,, and die cii dilation had in- 
cieased to 21,871,806/, Fiom that time until the 22nd of 
last month the bullion giadiially increased until it leached 
16,000,424/., but the ciiculation had in the meantime dnm- 
nislied to 20,582,542/., so that, while the bullion iiici eased 
two millions fiom Novembei to March, the cncnlation de- 
ci eased moie than one million, aldiough, dming the whole of 
die tune, numeioiis and active means have been used to ex- 
tend the circulation of bank notes Noi can it be said that 
the Bank has been pievented fiom effecting its object by any 
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operations of the country banks, which have all this time been 
confined to a fixed amount of issue And when it is con- 
sideied that all the countiy banks have been, since the begm- 
ning of September, thus confined to a fixed amount of issue, 
and may, therefore, be supposed to lequiie larger reseives of 
Bank of England notes, to meet any unusual demand, than 
formerly, when there was no fixed Inmt to then own issue, 
and, moreover, when it is further considered that several 
countiy banks have relmquished the issue of then own notes, 
and adopted those of the Bank, ruidei the provisions of the 
Bank act, it is mdeed a matter of surprise that a very con- 
siderable mcicase m the circulation has not occurred dmung 
the last SIX months 

We, therefore, think it abundantly plain that not only the 
fust principles of cii dilation, but the facts to which we have 
leferied, sufficiently prove the fallacy of the assumption that 
the bank has any powei to contiact or expand the ciuiency at 
pleasure. 
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The Bank Act of 1844 continued — ^Influence of Coirency on Pnces. — The Eifect 
of the Discoveiy of the American Mines — The Effect of an Expansion oi 
Contraction of an Inoonvei table Paper Cunency on Pnces — The changes pio- 
duced merely nominnl. — ^The Impossibility of Increasing or Deciensing the 
Quantity of Paper in Circulation, when Convertible, so as to Act on Prices 

Assumption, Fomth . — Tliatbyan expansion or contraction 
of the issues of bank notes at pleasuie, the puces of commodi- 
ties can be increased oi diminished. 

This assumption exhibits a stiilcing example of an opinion 
having gained such umveisal acceptance and adimssion as to 
have ceased, foi many years, to be considered a question on 
which a doubt could be entertamed ; though it is probable 
that the fact was entnely overlooked, that the circumstances 
undei which the opinion oiigmallygiew, and to which it might 
be applicable, weie altogethei diffeient fiom those which have 
existed of late years 

It is not, howevei, difficult to tiace the oiigin of the 
opinion, noi to show that whatevei gionnds theie undoubt- 
edly weie foi entei taming it iindei othei cncumstances, theie 
aie none now. 

To rendei this pait of the discussion moie plam, it will be 
useful heie to recal the leadei’s attention to a fact explained 
in 0111 fiist aiticle (page 1 ), that gold, although adopted as the 
itandmd of value, and coined into current money, has still 
only the same lelationship to other commodities, in value, that 
It would contmue to have had as an aiticlc of simple baiter, 
the only diffoience being that all vaiiations aie expiessed by 
the smallei oi gi eater quantity of gold (money) that, at any 
given time, will exchange foi a ceitam quantity of any othei 
commodity. 

TJie immediate exchangeable value of any commodity is dc- 
tei mined by the piopoition which the supply beais to the de- 
mand, but the ultimate value, by the quantity of laboui 
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requiied to piodiice it, foi, if the supply be so gieat in pio- 
poition to the demand, to secuie only such a price as will not 
repay the cost of pioduction, a portion of lahoui and capital 
Will be removed to some more piofitable article, until, the 
supply being duninished, the puce rises to that rate which 
will affoi d the usual wages foi laboui and piofit on capital , 
so, on the contiaiy, if the demand foi an aiticle be so gieat, 
in propoition to the supply, tliat it commands a liighei 
puce than yields the oidinaiy profit of capital and wages of 
laboui, a laiger portion of both will be directed to its pioduc- 
tion, the quantity will be increased, and the puce diminished, 
tdl It yields only die usual profit 

These aie the punciples which deteimme the lelativc 
values of commodities in a sunple state of barter, alike of gold, 
wheat, lion, timbei, oi any othei aiticle, and these are the 
same principles which still legulate the relative values of gold 
and all otliei commodities, though it be adopted a standaid of 
value and corned into money. If, in a simple state of bai ter, 
a quaitei of wheat becomes woitli more gold, it can only be 
because wheat is moie scaicc, oi gold moie plentdul , oi, if 
a quaiter of wheat becomes worth less gold, it can only be 
because wheat is more plentiful, oi gold moie scarce, than 
they had pieviously been. So precisely the same when gold 
IS coined into money and adopted as die standaid of value. 
If wheat falls in puce it can only be that it has become moie 
plentiful, 01 that the commoihty gold has become more 
scarce, oi, if wheat uses m puce, it can still only be that it 
has become moie scaice, oi gold moie abundant We are 
more paiticulai in makmg these clear admissions, because 
some authors have consideied diat then undeniable tiuth 
amounted to a full proof of the assumption which we aie now 
consider mg , and we shall now have to show wliei ein such 
opinions are utterly groundless. 

The first great event which attracted the attention of die 
world to the use in die puce of commodities generally, con- 
sequent on an increase in the quantity of the precious metals, 
was the discovery of the American imiies. The gieatei sup- 
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ply of the piecious metals fiom this souice had an effect 
thioiighout the civilised woild of loweiing then exchangeable 
value ill 1 elation to all othei commodities, but the supplywas 
not checked in consequence of that lowei value, inasmuch as 
the labour necessaiy foi then pioduction had dimmished in 
consequence of the iichness of the mines. Tins deciease of 
the exchangeable value of the precious metals coiiespondmgly 
lowei ed the value of all money, oi ciiculating medium based 
on them as a standard of value, and consequently laised the 
money puce of all othei commodities But, as long as the 
piecious metals weie allowed freely to flow into, and out of, 
each countiy, the effect must have been genei ally and equally 
felt in all Veiy little time could elapse befoie tlie new value 
was communicated to the metals equally m eveiy countiy, 
foi a diffei ence of one or tioo pet cent, is quite a sufficient in- 
ducement foi the tiansmission of bullion fiom one country to 
anothei In this and all similai cases, theiefoie, when puces 
aie laised by an inciease of the piecious metals, the effect is 
genei al and not local — the effect pioduced on commodities in 
one countiy is pioduced sinulaily on tliose of all othei s , the 
1 dative diffeience lemains piecisely the same, legulated by 
the cost of pioduction and the laws goveimng commeicial ex- 
changes Thei e is nothing whatevei in the new value of tlic 
metals which in any way influences the exchange of otlier 
eommodities between diff’eient countiies, it pioduces, in fact, 
only a nominal diffeience of puce, and, though gold and silver 
weie doubled in their quantity, and the nominal puces of com- 
modities were also doubled, the exchanges between diffeient 
countries would lemain altogetliei uninfluenced by that event. 
Tlieiefore, although such an mciease oi decieasc m the quan- 
tity of the piecious metals would unquestionably act on the 
puce of othei commodities, yet that action would be m no 
way such as could affect the exchanges between diffeieut 
countiies All thugs would lemain relatively the same as 
befoie. This would be the case with a puiely metallic cui- 
lency 

The prices of commodities may also be acted upon by an 
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iiiciease or decicasc of cmiency — -when it 13 of inconvei lible 
2 mpei, 01 , being metallic, if the com is dcgiaded below the 
standaid, and tins effect on puces, unlike tliat which we have 
just coiisideied, will be local, and not geneial. The most re- 
maikable case wluch history affoids, of inconvertible paper 
money, is that of the French assignats issued in 1790. We 
have aheady, m a former article, shown that uiconveiti- 
bility alone is not a suflS.cient reason for depreciation As 
long as inconvertible paper is received by a government 
in payment of taxes, and passes current as money, and 
as long as the quantity does not exceed that required for 
die currency — as long as com continues to circulate with 
such paper, no depreciation will take place Thus, when 
the French assignats were first issued, and foi many 
months aftei wards, no increase m the puces of commo- 
dities took place. It was not, in fact, until the continuous 
stream of paper money, issued for the expenditure of the go- 
vernment, had displaced aU the corn from circulation, that 
depreciation of the cuiiency, and a corresponding incieasc in 
the puces of commodities, commenced, and, from this period, 
whatevei addition was made to the circulation would unques- 
tionably be attended with a fiiithei use of puces, and, had 
any contraction of the circulation taken place by a redemption 
and withdrawal of a part of the paper, a corresponding fall in 
puces would immediately have followed. In short, in that 
state of the circulation, puces could be acted upon at plcasiiie 
in accoi dance with the assumption wluch we are now considei- 
mg, and theie is no doubt that the lepoit of the Bullion 
Committee of 1810, and many of the early writings which ap- 
peal to favour this assumption, m so domg, allude_to the action 
of an mconveitible paper currency 

But nothing can be plainer to tire commonest rurdei standing, 
than that any change of puce which takes place from a dejne- 
ciation of the cuiiency is only nominal, and not real, and in 
no way acts on the relative puces of other countries, which re- 
main pi ecisely the same as before When the Fiencli assignats 
were depreciated by ovei-issue, and all commodities nr Fiance 
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held iisen in pi ice, eipiessed in asstgnak, that use was com- 
pensated, in 1 elation to all othei countiies, by a coriesponding 
fall in the exchanges. If, bcfoie the depieciation commenced, 
the exchange between Pans and London showed that twenty- 
jive f) ones weie equal to one pound, as the depieciation pro- 
ceeded, It would lequne a constantly increasing iiunibei of 
fiancs to pm chase a bill on London of any given amount. 
Any use of puce, therefoie, which took place in Fiance, con- 
stituted no additional inducement to ship goods fiom this 
coimtiy, foi, whatevei was appaiendy gained by their sale iii 
France, would be lost in the exchange m making the lemit- 
taiice to London , oi, if othei goods, of French piodiice, weie 
impoited as i etui ns foi oui shipments, they would be pui- 
chased at a puce lelatively high. A piecisely sunilar effect 
would be pioduced by degiading the coin If, in place ol 
coming only 31. 17s. lO^d fiom an omice of gold, the wishes 
of some parties had been followed, and an ounce coined into 
5i, the nominal prices of all commodities in this comitiy 
would no doubt have been raised, but their exchangeable 
value in othei countiies would have lemained piccisely as it 
IS, and tiansactions would be adjusted by an alteiation in 
the exchanges We have thus pointed out two cbstinct ways 
in winch an inciease or dcciease of the ciiiicncy can coiies- 
pondingly affect the puces of commodities — J<\7st, By an m- 
ci eased oi diminished supply of the piecious metals, Second, 
By an inciease oi deciease of depieciated mconveitible papei. 
Ill the fiist case the action on puces is geneial and equal m 
all countiies having commeicial inteicouise, and, though 
alteied, the relative puce icmains the same. In the second 
case action is local, and peifectly nominal, and is effectually 
compensated by a eoiiespondmg alteration in the exchanges 
And in neithei case is the action on puces such as can con- 
stitute anyieason foi eifhei increasmg oi diinmishmg die im- 
poits to, 01 expoits fiom, any othei countiy, oi that can m 
any way affect the balances due between diffeient countiies 
But although all this is abundantly evident, and will 
scaicely be denied by any one, yet thcie can be little doubt 
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that much of the pievailing opinion with lespect to the action 
of the cuiiency on puces, involved in the assumption now 
undei consideiation, owes its origm and general adoption to 
the effects produced undei the veiy diffeient circumstances 
winch we have desciibed. 

In a very able paper, attiibuted to Mi. Hoinei, winch ap- 
pealed in the second numbei of the Edinburgh Remeio (1802), 
we find the following passage — “If the quantity of cii dilat- 
ing medium IS peimanently augmented, without a coiiespond- 
ing augmentation of internal trade, a use wdl imavoidably 
take place m the puce of exchangeable commodities. Indeed, 
this IS a principle upon which all the wiiteis on commeice, 
both piactical and speculative, aie agreed, they have thought 
It so undeniable as to lequiie no paiticulai illustiation, and 
have assumed it as an obvious tiuth ” Not should we be dis- 
posed m any way to question the tiuth of the pioposition as 
heie stated. Mi Hoinei was wilting at a peiiod when the 
cuiiency was mconveitible, when paper was alieady at a de- 
pi eciation of 7 J pei cent, and when much chscussion pi evaded 
as to the effect of the mci easing papei issues on prices. Much, 
if not all, of that discussion turned on die question as to the 
possibihty ai pm'manenlly augmenting the ciiculatmg medium 
Ml. Hornei lefeis to Di. Smith’s lefutation of Mi Hume’s 
notion that paper money laises prices, m which it is shown 
that an issue of paper cannot laise prices, because it only dis- 
places so much of the coin, and docs not inciease the circula- 
tion beyond the wants of tiade. Now, no doubt, this is so fai 
tine m all cases, but in the case of inconuerftSle papei, such as 
existed at that moment, Di. Smith’s aigumentonly held good 
until all the com was displaced, aftei which theie can be no 
doubt that whatevei fuithei issue of mconveitible papei took 
place, the cuiiency would be depieciated, and puces would 
coiiespondingly use. But m the case of a conveitible cui- 
iency, Di Smith’s aigument would always be good , foi though 
It woidd be quite possible foi papei, if issued of the same de- 
nomination as the com, to pi ess the lattei entuely out of cii- 
culation, as ono pound notes have done in Scotland, yet the 
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check ofconveitibility must rendei it uttcily impossible fiiithcf 
to incicase the amount of the papei in cii culation. It is tiiic 
the gcneial piinciple, as stated by Adam Smith, is subject to 
a modification, which we have aheady in a former place no* 
ticed. To whatevei extent the issue of papei money leleased 
gold fiom the cuiieiicy, to that extent would theie be an in- 
ci eased supply of that commodity on the geneial markets of 
the woild, and its value would be coiicspondmgly diramished 
as much as if a similai additional supply had been leceived 
fi om the mines , and to tins extent would the substitution of a 
paper foi a gold cuiiency inciease puces geiieially in all 
coun tiles, while in each countiy they would lemaiii relaUvoly 
the same. But in these cases again the influence on prices 
IS lesolved eithei into a meie nominal use flora a depieciated 
curieiicy, which is compensated by a fall iiithc exchanges, oi 
a geneial use caused by a lowei value of the piecious metals, 
but which does not affect the iclative puces between diffeicnt 
couiitiics, 1101 111 anyway act on the exchanges, except so fai 
as is iiecessaiy to effect a distiibution of such additional sup- 
plies of the metals 

But in all these actions, which may be exercised on puces 
thiougli the cuuency, theic is nothing whatevei m the least 
degiee analogous to the action contemplated by the modem 
doctimc on which the New Bank Bill is founded, and involv- 
ing the assumption, ‘‘that, by an expansion or coiiti action of 
the issues of bank notes at pleasuie, the puces of commodities 
can be mci eased or dinnmshed” The mciease oi deciease of 
piicesj-heie alluded to is not nominal, but leal, and in i elation 
to the prices of othei countiies ; an mciease oi deciease which 
shall constitute new motives foi impoitmg oi expoiting com- 
modities, as die case may be. 

The assumption before us mvolves two questions — fiist, ex- 
pansion and contraction of the cuuency at pleasuie, and 
second, as the consequence, a coiiesponding action on puces. 
Many authois, ui tieating of thelattei as a consequence, and 
even combating its tuith, have labouicd undei gicat difficulties. 
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foimer be admitted, we confebs we cannot undei stand how the 
lattei can be denied as the legitimate consequence. If, in the 
language of Mi. Hoinei, theie be any means by which “the 
quantity of cii dilating medium (being conveitible papei and 
com) can be peimanently augmented, without aeon esponding 
augmentation of mteinal tiade, a use will unavoidably take 
place m the pi ice of exchangeable commodities ” Such means, 
as we have ah eady seen, do exist m the case of an mconveitible 
cuiiency , but the use in puce, in consequence, is only nommal 
111 that case, being immediately compensated to othei countiies 
by a faU in the exchange But with a conveitible cuiiency, 
if such means exist at all, the use in puce would not be nommal, 
but real, as it would be expressed either in coin or notes con- 
veitible into com, and theiefoie would not, as in the othei 
case, be compensated by any fall in the exchange But this 
fact shows at once the impossibility of the ^‘augmentation” al- 
luded to in the piemises, when the curiency is coni ei title, 
A cuiiency “ augmented without any con esponding augment- 
ation of internal trade,” implies a quantity of notes letained m 
cii dilation, at the will of the issiieis, which the public do not 
leqiiiie Now, die public do not leceive notes fiom a bankei 
without paying inteiestfoi then use, and, liowevei low that 
may he, they will take no moie than they absolutely lequiie — 
noi do they letain notes in then possession beyond what the 
convenience of tiade lequiies, and, theiefoie, if issued in excess 
of that quantity, and, if conveitible, a poition would be in- 
stantly letiiincd upon the issiieis Noi can we conceive any 
means whatevei by which the ciiculation could be so aug- 
mented , and we have deeply to legict that, although such a 
powei on the pait of banks has been taken foi gi anted by most 
of the wiiteis duiing the last twelve yeais, no one has yet at- 
tempted to explain by what piocess it coidd be accomplished , 
and wc aic compelled to think thatimpiessions, which gamed 
giound many yeais since as applicable to an inconvertible 
cuiiency, have been inadveitently associated also with a con- 
veitible cuiiency 

The impossibility of inci easing the quantity of papei in cii 
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culation (when conveitible), except as the eiFect of a coiies- 
ponding inciease of an internal tiade, oi of any depieciation 
in Its value taking place, will be inoic evident when it is con- 
sideied by what process an mconvei tible cuiiency becomes 
depieciated. On all hands it is admitted that as long as in- 
eonvei tible papei is not issued m excess, as long as com con- 
tinues fieely to cn dilate widi it, the papei will not become 
depi eciated ; but as soon as the papei is issued in excess, and 
the coin IS piessed out of cii culation, it becomes depieciated, 
and the puces of commodities use in consequence, though it 
IS only a nominal use, which would be bettei expiessed by 
dcpicciation of the cii dilation Now, how does this depieci- 
ation and use of piicc take place? Duiing the eaily issue of 
the Fiench assignats, no depieciation oi use m puce of com- 
modities took place until the com was piessed out of ciicula- 
tion, because, as the papei was issued, the tendency to a ic- 
dnndant cuiiency was constantly collected by the withdrawal 
of silver, winch, being a commodity having a geneial value in 
the inaikets of the woild, could be expoited oi taken foi the 
geneial uses of the cambist oi the sdvei smith. But as soon 
as silver was exhausted fiom the cn dilation, the issue of 
assignats still continiung, and tlie same quantity of internal 
exchanges only icniaining, the cuiiency became ledundant, 
theie being no means of absoiption except in the existing 
quantities of commodities. Papei in the fiist place would 
accumulate m tlie hands of individuals, and as the issues of 
assignats continued for commodities foi the use of the govern- 
ment, 01 of those leceivmg pay from the government, the 
simple law of supply and demand would reduce the value of 
this papei and inciease the puce of commodities expiessed m 
papei But It will he obseived that tins inciease of puce is 
only m lefeience to papei assignats, and not to the coin which 
they oiiginally vepiesented, foi the com oi bullion at this 
stage lose in the same piopoition as othei things Dming 
the high puces in this countiy fiom 1810 to 1816, as fai as 
they weie caused by a depieciation of die cuiiency, they weie 
high only in i elation to paper, and not to gold, which lose 
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equally, and at tlie same time, as other commodities fiom this 
cause. Well, then, seeing that ledundancy and consequent de- 
pieciation of papei can only commence when no part of the 
cmiency consists of com which can be expoited oi taken foi 
manufacturing pui’poses (the papei having no mtiinsic u.se at 
home, 01 exchangeable value abioad), it follows, as a simple 
eoiollaiy of those piinciples which have been admitted by all 
wi'itei s woi thy of mention, that as long as papei is at plcasuie 
convertible into gold, no such leduiidancy can take place, no 
such diffeience can arise between the value of gold and the 
value of papei, and no such geneial mciease of puces of com- 
modities can be expeiienced 

No doubt, if the internal transactions of the countiy m- 
ciease, or if the puces of commodities use, alaigei amount of 
cn cilia ting medium, whethei puiely metallic, oi mixed of 
paper and com, will be lequued to conduct the exchanges, 
and thus, though an increased ciiculation could not be called 
into existence as a cause to pioduce highei puces, it would 
follow as the effect oi consequence of higliei prices But in 
that case, ^‘the ciiculation w'ould not be augmented without a, 
coiiesponding augmentation of tiade” Mr. Tooke expiesses 
this view of the case thus — 

“ That the pncei of commodities do not depend upon the quantity of money indi- 
cated hy the amount of bant notea, noi upon the amoimt of the whole oiicvdating 
medium, but that, on the contrary, the amount of the circulatmg medium latho 
consequence of prices ” 

To which Colonel Toxiens leplies — 

“ The logical accuracy of this conclusion may be tested by affirming the ana- 
logous proposition, that the puces of commodities in Europe, after the discovery of 
the mines of South America, did not depend upon the quantity of money mdi- 
catedbythe amount of coin, nor by the amorait of thff whole of the supply of 
gold and silver , hut that, on the contraiy, the mines of South Amenca, and the m- 
cieased amount of gold and silver obtained therefrom, were the consequence of the 
sLihsequent nse of prices ” 

That this ingenious and accompbshed economist should 
have stated these as two analogous pi opositions,” is the most 
sti iking evidence with which we have yet met of the uttei 
eonfusioii which pievails m men’s minds of the leal natuie of 
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cuiiency and capital — of com as a ciiculatmg medium, and 
of the pi eeious metals as a commodity of commeice , a con- 
fusion winch must be so appaient to those who have followed 
oui aiguments thus fai, that we need not fuithei refei to it. 

But some have an idea that, in eveiy case of an influx of 
bullion, a similai effect should be expeiienced locally that is 
pioduced geneially by an mciease of metals horn the mines 
The diffeience is veiy essential. In the case of an oidmaiy 
influx of gold into this countiy, caused by a favouiable state 
of the exchanges, the geneial quantity of gold is not changed, 
noi Its 1 elation m value to othei commodities, a new distiibu- 
tion of It IS all that takes place. To those who leceived 
laigei quantities of metal fiom South Amei ica m exchange 
for the commodities which they have shipped to that countiy, 
and in consequence of the inci eased piddiictiveness of the 
mines, the additional quantity was m the fiist place so much 
inci eased piofit, which not only enabled them to expend moie 
money piivately, but which also foimed a poweiful induce- 
ment to mciease then pmchases of goods and shipments 
to South America Such additional demand, foi shipment 
to that countiy, of woollens and cottons fiom England, 
of wine and silks fiom Fiance, of flour and domestics fiom 
Ameiica, and the inci eased demand foi ai tides of con- 
sumption, and foi seem ities foi investment by those who made 
the additional pioflts at fiist, would soon mciease puces gen- 
eially, m piopoition to tlie new supplies of the metals 

But m case of an influx of bullion, owing to a favouiable 
exchange, the case is widely different. The veiy fact that 
merchants have lecoiuse to bullion to bung home then capital 
fiom those comitues wheie it is not pioduced, is usually an 
evidence that othei commodities cannot be impoited but at a 
loss. In consequence of the lessened impoits die exchanges 
tuin in om favoiu, and at length bullion is lesoited to as the 
least’i advantageous medimn of tlansfeiimg capital fiom one 
place to anothei. But this neithei mfeis a powei foi an in- 
ci eased puvate expendi tine, noi an inducement foi a lepeti- 
tioii of pill chases foi shipment , and hence we find that m 
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practice neitliei circiilation noi puces inciease uiidei such cii- 
cumstances, but diat both dimiiufah 

In Aiticle II. (page 13) we fully consideied the effect of an 
influx of bullion in consequence of a favouiable exchange on 
a metallic cunency, and the same piccisely must take place 
with a mixed cuiiency of com and conveitible notes 

Fiom the beginning of 1841 to 1843 we had an iinnitei- 
1 up ted favouiable exchange, the bullion in the Bank lapidly 
incieased all the tune fiom 3,966,0001. to upwaids of 

11.000. 0001, eveiy means weie used, which piopeily could 
be, to mciease the circulation, but it fell, duiing that time, 
fiom 35,660,0001 to 34,049,0001, and dining the whole 
peiiod, the prices of commodities geneially weie sinking 
lower, and 1842, the yeai in which the laig^sL niipoit of gold 
took place, was the most depiessed m pi ices, and the lowest 
in the ciiculation of any dining the last thiity yeais Noi 
weie the stocks of commodities geneially above an aveiage, 
and the impoits weie much below an aveiage, and, up to 
this time, though bullion has latteily incieased to upwaids of 

16.000. 000/, all the lecent effoits of the Bank to mciease 
the cuculation have pro\ed unavailing, and the puces of all 
kinds of commodities, even in the absence of any imiisual 
stocks, with some few exceptions, continue unpi ecedentedly low 
The events of the last foiii years must go fai to convince even 
those who will not exeicise the patience to investigate and un- 
dei stand the theoiy, that a great euoi has existed m legaid 
to the connection between bank circulation and puces of com- 
modities 
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The Bank Act of 1844 continued — The Theoiy of Regulating the Foi eign Ex- 
changes hy an Aetion on Piiccs — Gient Distiubnig Influences fiom other 
Causes Affecting Puces — ^The Difference of the Causes which Influence the 
Import of Com and other Commodities — The Dill of 1844 Calculated to 
Aggi'avate a Dram of Gold by Discouraging Purchases of Goods, until the 
Exchanges have shown Evidences of hemg Conecled 

Assumption, Fifth . — That by such increase oi diminution of 
prices the foicign exchanges will be collected, and an undue 
influx 01 efflux of bullion, as the case may be, will be 
ai rested. 

The theory of regulating the foieign exchanges by an action 
on prices is simple and easily stated As we have ah eady ex- 
plained, It IS assumed that bankeis can contiact oi expand the 
cii dilation at pleasure — that, with eveiy such expansion, the 
prices of commodities, generally, will use, and, with eveiy 
such conti action, they wiU fall ; and, theiefoie, it is contended 
that, if some geneial lule can be fixed, by which, when the ex- 
change IS favourable and gold flowing into the country, the cu- 
culation can be unifoimly increased, the puces of commodities 
will rise, an import of the cheapei goods of othei countries 
will be encouiaged, the expoit of our goods discoiuaged, and 
the favoui able exchange thus coriected , and by which, when 
the exchange is unfavourable, and gold is undei going a dram, 
the circulation could be conti acted, the prices of commodities 
lowered, impoits from other countries discouraged, and ex- 
ports of our cheaper goods encouiaged, the adverse exchange 
would be collected, and thus the dram of gold airested 
The means pioposed foi accomplishing this object, by the 
bill of last session, aie, that the Bank of England shall issue 
notes to the extent of 14,000,000^ on securities, and that 
beyond that sum the amount of notes issued shall fluctuate 
exactly as the bullion in the bank fluctuates. The piinciple 
is, that 14,000, OOOZ. is assumed as the lowest amount of paper 
that, undei any circumstances, would be i equii ed, and that 
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above that quantity eveiy inciea&e oi deciease of bullion shall 
be accompanied by a couespondmg mciease oi deciease ol 
notes issued , that as an influx of gold, indicating a favouiable 
exchange, will thus be accompanied by an expansion of the 
issues of notes, puces will coiiespondingly use, tliat a rise of 
puces will encomage commodities to be impoited, check our 
expoits, collect the exchanges, and thus aiiest the influx of 
gold , that, on the otliei hand, a diain of gold, indicating an 
unfa voui able exchange, will be accompanied by a contraction 
of the issues of notes, couespondmg with the chain, tliat the 
puces of commodities wiU fall until it shall be moie piofitable 
to expoi t goods than gold, while the same cause will check 
impoits, collect the exchanges, and ariest the diain of bullion 
And this law is to be implicitly followed and lelied upon to 
regulate the cuiiencyand coiiect the foieign exchanges. The 
state of the foieign exchanges is to be taken as an index foi 
contiaction oi expansion of the cmieucy, which, in then ac- 
tion on the puces of commodities, aie, m then turn, expected 
to collect the foieign exchanges when dcianged. 

In consideiing the pieceding foui assumptions on which 
this bill IS founded, we have bi ought undei leview the funda- 
mental giounds upon which the theoiy is constiucted, and we 
must leave it to otheis to decide how far we have succeeded 
m pi oving that it is based on grave and essential eirors, which 
must lesultm a seiious disappointment m its piactical effects 
It will be seen, howevei, that the w'hole theoiy lesolves itself 
at last into the effect which a foi ced action on the prices of 
commodities would pioduce on the exchanges, and on an in- 
flux 01 efflux of bffllion. Now, foi one moment admitting 
that the theoiy and pioposed machmeiy foi affecting such ac- 
tion on puces were as efficient as we have endeavouied to show 
them to be otheiwise , admitting, foi a moment, the whole 
hypothesis on which Sii Robert Peel has built his scheme to 
be true, let us examme bow far such action on pi ices could 
be relied upon to effect his object — of collecting the ex- 
changes. 

In the fiist place, it is notpiofessed, by tlie most mihesitat- 



ing advocates, of the piinciple, that the Bank can influence 
pi ices at plea&inc by a contiaclion oi expansion of the cm - 
lency, that theie aie not otliei veiy impoitant elements which 
must also, and at all times, be in opeialion, connected with the 
various and intiicate cncumstances otheiwise affecting supply 
and demand. This is so obvious that it would appear to le- 
qune little dlustiation, for it is notoiious that, at peiiods of 
the gieatest piessuie on the money maiket, even when disci edit 
and panic pievail, theie aie some ai tides which, fiom ciicum- 
stances connected with supply and demand at the moment, 
command veiy high piiccs , and that, on the othei hand, when 
tiade is exceedingly pi ospeious, capital seeking employment 
extiemely abundant and cheap, and ciedit in a most peifect 
and undistiu bed state, some gieat and leading ai tides hat e 
been at the lowest point of pi ice In fact, no one will pic- 
tend that, altogethei independent of any influence of the cui- 
leiicy, some ai tides aie not constantly falling while othei s aie 
using 111 pnee, and that theie is, theicfoie, no unifoim ac- 
tion, which at any time oi undei any cncumstances has been 
obseivablc It is, theiefoie, quite evident that, though all the 
piinciples sought to be established undei tins theoiy weie 
tiue, we should have no gijaiaiitoe whatevci, that, while an 
effoi t was being made to i educe pi iccs by means of a contrac- 
tion of the ciniency, some othei influences equally, oi even 
inoie, poweifiil might not he m action having an opposite ten- 
dency But It may peihaps he said that the cncumstances 
which would otherwise affect puces would do so equally in all 
countiies, and that all you wish to accomplish in i elation to 
the exchanges is to aflfect them in this countiy in relation to 
the suriounding countiies With icgaid to some ai tides this 
no doubt is tiiie If cotton, foieign sugai, oi any othei 
ai tide which has a common and natmal value in this country, 
should use oi fall in pi ice, the use oi fall will be general, 
but in lespect to colonial sugai, oi any othei aitide of foieign 
pioduce, having bj'om fiscal laws a puce in this countiy alto- 
gethei independent of its geneial pi ice in othei countiies, a 
use 01 fall may take place in such commodity m this country 
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allogctliei mespective of its value in the raaikets of tlie woild 
Foi example, suppose the Bank weie attempting to contiact' 
the cuirency and to lowei puces, while theie was a stiong I 
tendency foi colonial sugar and colfee to use in consequence 
of a deficient supply, and that peihaps at a time when tlie 
hiimlai ai tides of foieign giowthweie leally falling in the 
maikets of the woild, theie heing no affinity' between the 
puce of these ai tides hcie and in othei countiies, they would 
not only use in puce actmllyhvX telatively. The same would 
be the case with oiu home pioduce piotected bj high duties 
against the competition of other countiies, and with such of 
oui manufaetui es as w’e pi oduce so much inoi e cheaply as to 
be unmfluenced immediately' by similar ai tides pi oduced else- 
wheie But die most difficult case to which to apply the piin- 
ciple, and the most impoitant one, because in nine cases out 
of eveiy ten it would be found to attend aii adveise exchange, 
would be a scaicity and high puce of com The balance of 
exchanges can seldom, if evei, be turned against us to any 
inconvement extent, except cithei fioni a foieign wai oi horn 
the necessity of impoiting giaiii In any othei casewheic de- 
laiigcment in the balance of tiade occuiicd, the collection 
would be eaily and easy If at any tune, fioin a spirit of 
speculation, a veiy unusual quantity of pioduce geneially weie 
iinpoited — of silk, wool, flax, sugai, coffee, tea, and othei 
ai tides, the high pnee which induced the impoit would have 
the effect of leducing the consumption, a i educed consump- 
tion, and such a gicatly incieased supply' as tinned the ex- 
changes against us, would immediately lowei puces, and the 
exchanges w'ould be instantly, and at an eaily peuod, col- 
lected by the le-expoitation of commodities, winch had fallen 
in consequence ol ovei -supply, while fuithei impoits would be 
foi a time suspended Theiefoie, in all these oidmaiy ai tides 
of mei can tile exchanges, the simple effect which supply and 
demand exeit ovei pi ice must constantly be tending to eoi- 
1 ect the exchanges in such a case. 

But in the ease of a bad liaivest the difieience of opinion is 
■veiy impoilant The supply of a sufficient quantity of coin 

1 3 
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IS a neccs&ity befoie which eveiy othei coiisidei ation sinks 
At whatevei cost, at whatevei othei saciifice, it must be pro- 
em ed, noi does a high puce foi a long time act on the quan- 
tity consumed , indeed, it is a question whethei the reduced 
condition of the masses of the people in the times of scaicity, 
which prevents them obtaining so muchbutchei’s meat, oi othei 
more expensive ai tides of diet, does not leally iiieiease the 
consumption of biead when it is deai During most cases of 
an adveise exchange coin is a gicat aiticle of impoi tatioii, and 
one of the chief ai tides of internal tiade foi which a cii dilating 
medium is used In 1839, when we lequned an import of 
neaily foui millions of quaiteis of wheat to eke out the con- 
sumption of the yeai, what amount of conti action of curiency 
would have been able to leduce the piice of this commodity, 
or would have aiiested the nnpoitation? So fai all this goes 
to piovc that, if even all that is piofessed as to the power of 
the Bank ovei the cuiiency and prices weie tiue, there are 
othei antagonist influences ovei puces which would lendei 
the action of the cmiency theoiy extiemely unceitain, and, to 
say the least, not to be relied upon as the self-acting and safe 
pi maple which its advocates have lepiesented it to be. 

But there is a coiisidei ation in relation to this pait of the 
question of the highest impoitance, which appeals to have 
been entiiely ovei looked, and which we think, when fairly 
stated, will be admitted to involve consequences not only the 
revcise of those uhich aie expected, but such as willpiove 
highly dangeiousand detiimental in the event of an adveise 
exchange. As this is a point fiom which an impoitant piac- 
tical evil is hkely to aiise in the woiking of the piesent law, 
we aie moic desiiousof stating it m a cleai and explicit way ; 
and, in oidei to do so, we will assume that the whole theoiy 
of contraction and expansion of cuiiency, and the consequent 
action on puces, contended for by Sn Robeit Peel, to be tiue, 
and then we will show that even m that case the effect on the 
exchanges winch he contemplates could not and will not be ob- 
tained, but that his lelations will lalhei have a tendency to 
aggiavate and piotiact the evil. 
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Su Robeit Peel has passed a law — tlie gieat and leacbng 
piinciple, as pioclaimed to the woild, of which is, that in the 
event of adveise exchange against this countiy, and an efflux 
ofbidlion, oui system of cmiency has within it a self-acting 
piinciple of con ti action, wheieby the puces of commodities 
shall be i educed, in oidei that they may be expoited in pie- 
feienee to gold Now, let us — ^foi an example of the piactical 
effect of this legulation, and of this pi oclamation to the woild 
— let us suppose w'e had a leciuience of such a liai vest as tliat 
of 1838 01 1839. On the appioach of the haivest the stocks 
of old wheat aie exhausted, the haivest itself is latei, and 
very defective, puces lapidly use fiom 50s to 60s , and fiom 
60s. to 70s the quaitei, as in 1838, a violent speculation 
commences in foieign wheat, two millions of quarters aie im- 
poited in a few niontlis, the exchanges aie lendeied adveise, 
bullion flowing out, and evciy means is being lued to contiact 
the cn culation of notes accoi ding to the piesciibed i ule What 
will be the effect on the puiehaseis of Biitish manufactuies 
foi shipment at such a tnne^ Will a legulation, winch has 
foi its piofessed object the cheapening of goods, induce people 
to mciease then oideis, oi to counteimand those they have 
given? When e\eiy day tliat the adveise exchange con- 
tinues, IS expected, by the effect of these cuirencyiegiilatioiis, 
to leduce puces still lowei, is anj' meichant going into the 
market this week to pin chase what he expects will be cheapei 
next week^ oi will he pm chase next week what a continuance 
of the same events, and a still moie adveise exchange, lead 
him to expect to be cheapei the week aftei ^ No The fiist 
symptom of an adveise exchange — of a diain of gold — will be 
taken as a notice foi all foieign buyeis to suspend their pui- 
chases, and to keep them down to the lowest possible point, 
fiom the expectation wdiicli is thus held out to them that as 
the diaiii pioceeds in intensity, prices will become lower and 
lowei Meanwhile the manufactmeis, fiom a similai antici- 
pation of the action of an adveise exchange on the puces of 
their goods, will be as eagei to sell as merchants will be to 
abstain flora buying. Puces will thus be lapidly and iinii- 
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ously leducing, the evils will be gieatly exaggeiated, and the 
I OBJECT WILL NOT BE ACCOMPLISHED. This legulatlOn IS the 
highest pi emiiim which could be ofFcied to abstain fiom the 
pui chase of commodities, instead of acting, as it is intended 
by Its authois, as a suie guaiantee that such pin chases would 
mciease, and aiiest the diani of gold, for, let it be leinem- 
beied that the piinciple is, that with an eaily conti action, and 
an caily i eduction of the pi ice of goods, oui expoits will be 
incieased and the exchanges collected at such eaily peiiod. 
Nor would the evil end with the meichants heie, their advices 
to then constituents on the continent and elsewhere of the fall 
of puces, and of anticipated fmthei falls, would induce paities 
abioad to letain the smallest possible stocks of goods 

Some pait of the evidence of that distinguished bankei, 
Ml. Lewis Loyd, befoie die committee of 1819, is extiemely 
instructive and illustiative of the eftect which we aie now 
pressing Aftei stating, mhis pievious answers, that a fui- 
thei 1 eduction in the amount of bank notes would be veiy ru- 
inous to all classes, Mr. Loyd is asked — 

” Will you explain how this leduction -will operate’ It would produce a fur- 
thei iiiiraediate stagnation lu tiade, a fmthei leduetion m the puces of all com- 
modities, and, in consequence, would he the iiiiii of a gieat niiniber of meichaiits 
and maiiufactiueis, and the tnuimg out of cmplovmeut of an Immense body ot 
worlcmen The wav the scarcitv of rooiiev opeiales at pieaeut is, that piodiice 
and manufactured goods can haidlv bt sold at any puce Theie is compaiatively 
nothing doing Ml persons disposed to htiy expect goods much hwei , and thei c- 
foi e put of then pw chases As an instance, a merchant fi am Holland called 
upon me yestciday, with a sum of money, prepaied to purchase manu/actuies m 
Lancaskn e and Yorlshtie He told me he would not buy atpiesent, as he and all 
his conneatons expected goods to be much lower ” 

It IS not in a falling maiket that people inciease then pui- 
chases, on the contiaiy, it is then they hold back, and it is 
not until the opinion becomes strong that pi ices have seen the 
lowest point, and theie is a piobability of a use, that an m- 
ducement exists foi mci easing pui chases Now, m the case 
befoie us, this point cannot arrive as long as the exchange 
continues adveise, and bullion is undei going diminution, noi 
until a tin n m the exchanges would piove that the lowest 
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point was passed, and an expectation became geneial that an 
influx of bullion would shoi tly follow, and with it an expan- 
sion of the cuiiency and a rise of prices, so that, instead of 
inducing moie extensive purchases of goods at the eaily part 
of the diain, these regulations would have the effect of delay- 
ing them till the worst of the evil was past, and would thus 
tend, as we befoic said, not only to aggraiate but to pro- 
tract the diam 

It may, howevei, be thought that the lower puces alone 
would iiieiease the consumption of our goods abioad, and in- 
crease then sale. That would, no doubt, be the ultimate ef- 
fect, but It would not be eXpeiienced foi a veiy considerable 
period, and would be even then, foi a long time, nioie than 
compensated by the i educed stocks kept by dealeis of all 
classes as long as the maiket was a falling one 

Uiidei this action of the new cuiiency bdl we look foiwaid 
with no small alaim to the incieased and aggiavated conse- 
quences which a failuie irf’the haivest, and a continuance of 
hi gh piice’L -.mrtar-RSeimse ovei the manufactmmg industiy of 
— TnTe’countty — not, as it is pietended, subjecting it to an eailiei 
but less intense 'depiession, but, as we have shown, to an eai- 
liei, it IS tiue, but also to a moie intense and pi oti acted suf- 
feimg. 
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The Bank Aet of 1844 continued — Pioposnl of Sir Robert Peel to AsaimUate the 
Scotch Banking to the system established by that Act — No good giound tor 
such an attempt — Uniformity of System in the two Countiies desiiable — 
The most Impeifect System should be Assimilated to themost Perfect, and 
notthe Perfect to the Imperfect — The Scotch System of Banting contrasted 
with the English System — The application of the principle of the Act of 
1844 to Scotland and Ireland calculated gieatlj to aggravate the difSciiltics 
of the Bank of England under a dram 

In addressing the House of Commons last yeai on the nitro- 
duction of the bill to regulate the cmrency of England, Sn 
Robeit Peel appealed to the geneial dissatisfaction felt in this 
countiy with the existing system as an evidence that at least 
some change was requisite He said he held in his hand 
“ proof of the evils flowing fiom the present state of the law,” 
which would make it impossible to resist some change. These 
ai e the two most impoi tantpoints of which the Right Honourable 
Baronet’s present case is utterly destitute, dissatisfaction with 
things as they aie, oi pi oofs of any evil arising f^om a system 
which has existed through all the civil and foicign wais, com- 
meicial and political convulsions of neaily two centuries And 
It IS surely no slight responsibility which a minister takes up- 
on himself to commence, m however small a degiee, an inter- 
ference with a system which has woiked so satisfactoiily and 
so safely, and to attempt to make it approximate with anothei 
system of cuiiency which, to say the least of it, is yet only an 
expeument, and which, with all the care of the State hitherto, 
has been so impei feet that dissatisfaction has never been sepa- 
lated fiom it — calling foi fresh legislation and inteiference 
eveiy few yeais, and to this day having gained the absolute 
confidence of no man. Sii Robeit Peel took occasion to ex- 
press his satisfaction with the measuie of last session, so far as 
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It has gone. Now, if he consideied the piinciple on which it 
was founded, we think he would have no cause foi that satis- 
faction. The fundamental principle of that bill was, that the 
ciicidation should expand and contiact with the hulhon 
Duiing the whole yeai, nearly eveiy fluctuation of bullion and 
circulation has marked a reverse action. And though no in- 
convenience could be expected fi om any bank bill whde the 
exchanges were all in oiu favour, and bullion flowing in from 
all quaiteis, yet, if the principle be tiue at all, it ought to 
have acted as certainly undei a favouiahle exchange as it is 
expected to do under an adverse exchange All that has yet 
happened should have taught the minister to doubt and pause, 
instead of bemg confident and going on. 

Nor does theie exist the same leasoii foi inteifeience with 
the Scotch banks that there did last yeai with the countiy 
banks in England, even for the purpose of giving a fan trial 
to the expeiiment now making on the cuiiency thioiigh the 
regulated action of the Bank of England It was contended 
by Sir Robert Peel, as it had been befoie by the most eminent 
advocate of this system, that the Bank of England could never 
exercise perfect control over the cii dilation so long as numei- 
ous and competing issueis of notes existed in the countiy. It 
was asserted that when the policy of the Bank decieed con- 
traction, and took steps to accomplish it, then efFoits were 
counteiacted by incieased issues on die part of countiy banks, 
and that the notes of the foimei in such cases being with- 
drawn, only made room foi more of those of the lattei, and 
that thus the expected action on the whole ciiciilation, on 
puces, and on the exchanges, was defeated Now, with diose 
who have faith m the doctrme on which Sii Robeit Peel pio- 
ceeded, this was a most reasonable objection But no such 
objection can be taken to the Scotch circulation of notes, be- 
cause by law drey aie piohibited fiom circulating m England 
at all, and theiefbie the action of the Bank of England on die 
cuculation coidd not in any possible degree be affected by the 
issue of Scotch notes, any more than hy diose of the hank of 
Fiance. Not one note withdrawn by the Bank of England 
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< ould by any possible scheme be supplied by the Scotch banks 
Not one effoit made by the Bank to act on the cnculation m 
England could be countei acted by the Scotch banks If the 
Scotch banks advanced money to houses in England, it could 
only be by drafts on then leseives in London, and paid in 
gold or bank notes The experiment, theiefoie, of the New 
Bank Bill was peifect and complete, without any iiitcifeience 
with the Scotch banks 

But it is said, why should Scotland have one system of 
banking and England anothei ^ To this there is no leply. 
Theie can be no eartlily leason why the same system should 
not be applicable to both. Theie may be ceitain caie and 
pi ecaution needed m the assimilation. But then, if you aie 
about to assimilate two systems, what do you do i Do you 
assimilate the peifect to tlie impeifect, oi the impel feet to the 
perfect'? That which gives univeisal satisfaction andaffoids 
no pi oofs of fiailty, but has withstood the test of nearly two 
bundled yeais, with that which, aftei passing thiougli cen- 
tuiies of tinkeiing and changing, without even appioaching 
to a moie satisfactoiy condition, is now only in the fiist yeai 
of the ninty-ninth experiment, oi would you do the leveise i 
This IS leally the question to be deteiiiuned by those who assei t 
that the systems should be the same in both countiies — that 
Scotland should possess no piivilege that England does not 

In contiastmg the expeiience of the two countiies, it would 
be impossible in the wdiole histoiy of coinmeice to find such 
sti iking examples of the beneficial effects of peifect fieedom 
of action on the one hand, unaccompanied by any piivileges 
01 monopolies to any one paity, but in which all aie exposed 
equally to fiee and uniestiicted competition, and the whole- 
some influence of public opinion, and, on the othei hand, the 
evil effects of privileges and monopolies gi anted to favoined 
paities, and of the attempt to regulate by acts of paihament 
questions of coinmeice andcuiiency In the case of Scotland 
we have seen foi neaily two centuiies the effect of a perfectly 
flee and nnconti oiled competition Not one act oi law has 
been passed dining the whole of that lime to intcifeic with oi 
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legulate the ciiiiency of that couuti y The effect of fi ee com- 
petition has been to assimilate and mould the system of 
business to the wants of the age, and to the habits of commei ce 
as they changed. Hence, competition and fiec action have 
maintained tlie Scotch banks exactly what the Scotch public 
and then necessities lequiied , and hence the univeisal satis- 
faction which has all along inaiked the system But does free 
competition pioduc unsound banks oi unsoimd banking i 
On the contiaiv, the soundness of the Scotch banks is die ne- 
ccssaiy offspung of that fiec competition. The fiist essential 
m a liank is safety the fiist thing, therefoie, which a bank 
must study in competing foi business, and to attiact valuable 
customeis, is the perfect confidence of the public, competition, 
theiefoie, duects immediately to the adoption of such safe and 
peifect piiiiciplcs as shall secuie that gieat essential — confi- 
dence Theie being no lestuction as to numbei of paitneis, 
one of the oldest elements of secuiity of Scotch banks was, 
that they alwajs consisted of a laige numbei of known and 
wealthy men, e\en befoie the nitioduction of the Joint Stock 
Banks By Zaw, theie has iievci been any lestiicnoii against 
any one issuing notes m Scotland , but by' practice, it has evei 
been impossible foi any unsound oi unsafe papei to obtain 
cmiency The late Mi. Mabeily, when in the height of his 
piospeiity, notwithstanding all his influence, labouied foi 
yeais in vain to establish a cii dilation of his notes, and public 
opinion, withfiee competition, was his only check. 

What has been the case in England during the same time ? 
We started by giving privileges to the Bank of England 
these piivileges alone were enough to pievent safe banking 
fiom evei gaming ground We piesciibed and limited tbe 
numbei of paitneis which could bung then joint secuiity to 
the public 111 any one bank (a dnect pieinium foi insecurity). 
We piohibited the estabh-,hnient of hanks of issue within that 
cncle, wbeie alone strong and safe establishments would have 
been most likely to have taken 1 oot, and extended then influ- 
ence upon safe piinciples tlnoughout the countiy, as was the 
case ft om Ediiibuigh throughout Scotland. And we intei- 
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fered by numerous legulations to protect the privileges of the 
Bonk of England, and effectually pi evented all that wholesome 
action of public opinion and free competition which have 
proved so beneficial m Scotland We have nevei i ested foi 
many years together without some new laws, some new regula- 
tions, dictated by die fancy and theory, fashionable at parti- 
cular pel rods And thus, by constant inter ference, we have 
prevented public opinion, and the expel lenee of bankers 
themselves, adopting and moulding then business to the best 
and safest course, even under any given state of cucumstances 
It has been a system of constant intei ference and disturbance, 
accompanied only by disappointment — and doomed to dis- 
turbance again But disappointment has pioduced no lack of 
confidence in legislatois, and Sii Ilobeit Peel pioceeds to a 
new experiment in ] 844 , with as much confidence as if those 
of 1819 - 1 '^ 26 , and die subsequent acts, had all been as suc- 
cessful, as they have pioved the contiaiy And, what is more, 
disappointment in former numerous expciunents seems to 
make him so confident in this new one, that he insists upon 
dragging with him the Scotch banks, who foi a couple of cen- 
turies have neither disappointed themselves noi the public. 

The piuiciples of currency have ccitainly been leiideied 
so abstract and intricate by these vaiious and numerous 
theories, that few people will even ventuie an effort to under- 
stand them Though m leality, if left alone, and released 
from the eternal mteifeience of law makers, and from die 
baneful influence of monopolies, they are as simple and self- 
adjusting under free competition as the conducting of any 
other business whatever The affectation of governments to 
protect and find prudence for the public in such matters, is 
proved by all experience to be a practical cheat and delusion, 
and which has always had its oiigm m an attempt to support 
and maintam some monopoly or privileged class 

But, if the people do not understand die theory, drey can 
readily comprehend the result 

It would be a vain and laborious task were we to ventuie 
to ascertain the amount of loss which the public of England 
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has sustained fiom the failuie of banks, even dining the last 
ten yeais, to say nodnng of 1825 and 1826, oi of the peiiod 
horn 1814 to 1817, or of the nuraeious eailiei peiiods of dis- 
tui bailee, panic, and convulsion. Without going many yeais 
back, it would be easy to count this loss m millions of pounds , 
but we will show, independent altogethei of the diiect loss, 
one of an indiiect chaiactei, and of enoimons amount, which 
the public has sulfeied dming the last thiee yeais, aiising, we 
aie leady to contend, tiom the impeifection ol our banking 
system, and fiom winch Scotland has been entiiely exempt. 
We allude to oui loss by weai of our gold coin. The fiist 
coinage of oui soveieigns took place m 1816 Fiom that tune 
to 1842 theie weiepeiiods when an immense number of light 
soveieigns w'eie cutand destioyed by the Bank, But we con- 
iine ourselves only to the peiiod aftei the pioclaniation was is- 
sued 111 1843 At that time an immense amount of light coin 
was puichased for the ordinary use of gold, by jewelleis and 
otheis We know of an instance wheie a makei of watch 
cases puichased many thousands of pounds fiom bankeis. 
But let us take the Bank of England only as oui test The 
Bank puichased light gold to the value of — 

From Jaimaiyto Decembei 31st, 1843 ;eil,137,223 

January to July 1st, 1844 2,905,194 

14,042,417 

This was the net money value of the light com, and the numlm 
of coins would, therefoie, he moie than is lepiesented by that 
sum. The loss sustained by the public was, in many cases, as 
much as one shilling each soveieign , in most cases at least, 
sixpence, but at the smallest latc, foui pence , but, let us sup- 
pose that only fourpence on each was lost by the pubhc, and 
taking the niimbei only at 14,000,0001, leaving out of the 
question altogediei those used up foi watch-cases and other 
purposes, at this veiy limited calculation, the loss to the com- 
munity of England, on its gold ciiculation, amounted to no 
less than 233,3331 — and, computmg the leal loss duiing the 
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peiiod from 1816 to 1843, fiom light com only, we cannot 
make it less than 300,0001 

Wliat do we find has been the case in Scotland, -which has 
had the same convulsions in commerce and m politics, and the 
moie seiious ones of civil wais to contend against It appeals 
in pailiamentaiy evidence in 1826, that fiom the fiist esta- 
blislunent of hanks m Scotland until that time — a peiiod ot 
neaily one hundred and fifty ycais — the whole loss which the 
public had sustained by Scotch banks and by the fiee and 
unlimited competition m the issues of notes, was 32,000/ , oi 
little moie than one-tenth of the loss in England by the weai 
of com alone dm mg the last twenty-seven yeais 

Contend as we may about theoiies, heie aie the staggeimg 
piactical cftects of the difteience of system and inanagemeiit 
And can it, then, be a mattei of suipiise if a whole nation should 
lecoil tiona the idea of distuibing a system so pei feet and so safe 
in piactice , so convenient, and in eveiy way so adapted to its 
wants and habits , and to adopt m its place, one which is but 
in Its fiist yeai of expeiiment, and which is the lemnant of 
otheis which have piovcd so disastious 

But theie is an idea that Scotland enjoys hei privileges at 
the expense of England — that England has to keep a stock of 
gold to sustain die wants of Scotland Nothing can possibly 
show the utter ignoiance which pievails on these questions so 
much as the ciude notions thus expiesscd Shall we enable 
the Bank of England moie easily to obtain a stock of bullion, 
because wc also compel the Banks of Scotland to do the same ^ 
Theie is still only the same quantity of gold , and we seek to 
diffuse It into moie channels and leseivons But then, Sn 
Robeit Peel says, that at peiiods of piessuiethe Scotch banks 
aie sustained by the lesouices of the Bank of England Now 
the leveise is the fact No peiiod of piessuie of late yeais 
has been accompanied by any disci edit of the Scotch banks, 
or any necessity foi them to draw gold into Scotland, to meet 
the demands of depositois, or foi the payment of then notes 
And does the ministei leally fancy, by the pioposition which 
he has made, that he is to assist the Bank of England in a 



CAPITAL, CUBRFNCY, AND BANKING. 103 

time of piessuie^ A glance at tins subject will show at once 
the huge aggiavation of die evil of all peiiods of picssme and 
panic, which, if his pioposal is carried, will be expeiienced, 
not only by the banks and community in Seodand, but chiefly 
and most seriously by the Bank of England itself. 

Sii Robeit Peel says, take the aveiage of the last thiiteen 
months — fix youi cu dilation at that, if you exceed it, inciease 
youi bullion to the same extent Now one gieat fallacy of 
the aveiages of ciiculation is, that the average of a w'eek, 
taken at the close of business, is no ciiteiion of the actual 
quantity of notes which must, during the week, be issued at 
paiticulai times to lepresent exchanges, the gieatest pait of 
which letuin to the issueis before the amount in circulation is 
taken at the end of the week, but when notes aie issued, it is 
always unceitain what piecise poitioii will letuin within a 
given time A bankei dealing with lus notes, theiefoie, keeps 
a leseive by him foi such momentaiy pui poses, and to sustain 
a cii culation of 100,000/., as shown by the letiuns, he will 
have 160,000/ oi 200,000/. of notes, moie oi less, and occa- 
sionally in use. But undei such lestiictions as pioposed, he 
will not be able to ventuie the issue of such notes, being uu- 
ceitain as to then letuin, ivithout holding bullion to avoid tlie 
penalty in the event they do not letuin. The system of avei- 
ages IS, theiefoie, extiemely fallacious, and we cannot undei - 
stand how it is to impiove the condition of the Bank of Eng- 
land, if foi the limited stock of gold in the woild it is to have 
the flesh competition of all the Scotch and lush banks, in oi- 
dei that they may hold unifoimly laigei quantities than they 
do But this IS the least of the evd 

Let us suppose a peiiod of piessiue The bullion of the 
Bank is i educed to seven oi eight millions (no veiy small 
amount compaied with some peiiods), so that the ciiculation 
of notes IS neaily equal to the secuiities of 14,000,000/ and 
the bullion together What will take place in Scotland and 
Ireland undei the new bill then? The Scotch banks have to 
piotect 8,000,000/ of circulation and 30,000,000/. of depo- 
sits Piessine is felt and is fiiither expected The Scotcli 
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banks feel that it is necessaiy to mciease then leserves; that 
their deposits may be leqmied by then customers to assist 
their fnends, to pay up lailway callsj or any other purpose for 
which money becomes so much required at a tune of piessiire 
They see they cannot move without mci easing their amount 
of com; they aie the largest holders of secuiities and stock in 
London of any class of bankers; they Older them to be sold 
in the maiket, diaw bullion from the Bank, and mciease the 
dram alieady lapidly going foiward. 

It does appeal the most extraoidmaiy idea for a Mmistei 
to enteitain, that he can vcheve the Bank at a peiiod of pres- 
sme, by bunging a new, and poweiful, and niesistible class 
of competitois into the maiket, in the sale of securities and in 
the stiuggle foi bullion. If his object were to increase the 
intensity of such a crisis, he could not adopt a more certain 
plan. 

But experience has shown that it is utterly impossible to 
anticipate all the evds of artificial inteifeience m such cases. 
Experience has taught us the benefit of the fiee system in 
Scotland, the monstious evils of the other m England. One 
interfeience, however small, wiU be but the beginning, the 
commencement, nay, the necessity foi others, and the Scotch 
banks must either wholly and entirely lesist die prmciple of 
interfeience, and repudiate the biibe of a monopoly as un- 
woithy of them, or submit themselves to a course of constant 
expel iments and changes, according to the fashions and the- 
ories of the day 



ARTICLE X. 


The Bauh Act of 1844 continued — ^The E-qieiieiicc of the Fust Yeai of its 
Operation — The Expected Efifects Falsihcd by the Events — Did not Prevent 
or Check Speculation — ^Mr Loyd’s Defence of the Act E 'cammed 

Having closely examined the vanous received and assumed 
pimciples on which the Bank measuie of last yeai was founded, 
we aie now induced, in consequence of the lemarks made by 
Sii R. Peel, m bringing forwaid the plan for legulatmg the 
Scotch and lush Banks, to make some observations on the 
expel lence, shoit as it has been, which we have alieady had, of 
the opeiation of the bill of last yeai On diat occasion the 
Ministei said. — 

" But I must say, as far as wf may judge 6om etpeiieuce, we have a perfect 
right to he satisfied with the measure we adopted (cheers) , admitting the 
experience to be sUoi t, as far as it has gone, I must contend it has been decidedly 
in favour of the pohey and justice of the meosuie sanctioned hv the house in the 
course of last year ” 

On all hands it is admitted that the expeiience of that 
mcasuie has been much too shoit to foim any conclusive cri- 
terion of its entire effect, at all tunes, and especially at the 
moie impoitant period of pressure and ciisis occasioned or 
accompanied by an adveise exchange Yet so far as the gen- 
eial pimciples aie concerned on which the bill is founded, as 
well as some of the objects which the Ministei expected as the 
lesult of bis imposed lestiictions, we may draw some useful 
conclusions from that experience, short as it has been. In 
doing so, however, we cannot agree with Sii R Peel that there 
is any gioimd foi satisfaction with that measure, inasmuch as 
the expel lence of it, as far as it could be evinced under the 
peculiar circumstances of the last yeai, has m every respect 
been the eontiary to that which the principles on which it was 
founded would have led us to expect. 

K 2 
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The fundamental piinciple on which the system adopted by 
Sii Robeit Peel mainly lelieSj and which his measme of last 
yeai chiefly aims at, is, that the cnculation shall follow all the 
fluctuations of the bullion m the Bank; that the foimei shall 
increase and deciease as the latter increases oi decreases, by 
an involuntaiy self-action Now, we are leady to admit that 
the object which the 'bill had practically ui view, as of most 
impoitance, was the deciease of the cnculation with the de- 
crease of the bullion in older to collect an adveise exchange, 
when such existed, and thus to ariest a diain of gold. But 
though this half of the action was that chiefly kept m view, 
yet the principle on which Pailiainent i elied foi the accom- 
plishment of that object should piove itself equally elEcacions 
m an opposite way undei contiaiy ciicumstances, if it be tine 
at all. If It be tiue tliat an adveise exchange can be con ect- 
ed by this bill, by means of a self-acting contraction, it should 
be equally tiue that a favouiable exchange should be collected 
by means of a self-acting expansion. And the bill itself 
equally contemplates the one and the odiei Dm mg the last 
year the exchanges have continued steadily and inconveniently 
in oui favoui, though some slight vaiiations have taken place 
in the amoiuit of bullion held by the Bank, but with little, 
if any, exception, the fluctuations in the cnculation have been 
just the opposite of those of the bullion, though the two ought 
to have coiiesponded. 

By a letuin of cnculation of the Bank, and the bullion held 
m each week since the new law came into opeiation, piesented 
to Parhament, we find that on die 7th of Septembei the cn- 
culation was 21,206,624?., and the bullion 15,209,060? On 
the 2d of Novembei the bullion had sunk to 14,038,757?, but 
the cnculation had incieased to 21,871,806? From that date 
until the 22d of Maich, the bullion giadually incieased ni 
quantity, irntd it leached 16,000,424? , but the cnculation, 
m place of exhibiting a coiiesponding mciease, actually lell 
to 20,532,542? Thus, while the cnculation should have in- 
creased nearly two millions, it deci eased upwaids of one mil- 
lion, and this took place dming a time when the Bank was 
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using the most active measuies to inciease its business in all 
possible ways. The leturns fiom week to week exhibit in their 
vaiiations the same diffeience fiom the pimciple implied by 
Sii Robeit Peel’s bill 

In the next place, as for theiesults of theiestiictions placed 
on the ciiculation, as anticipated by Sii Robeit Peel in his 
speech of the 6 th of May last yeai, we cannot but considei 
that events have seiiously falsified those anticipations In 
concluding that speech he said — “ I lejoice on public grounds 
in the hope that the wisdom of Paihament wiU at length de- 
vise measures which shall inspiie just confidence m the 
medium of exchange, shall put a check on improvident specula- 
hon, and shall ensuie, as far as legislation can ensure, the 
just leward of mdustiy, and the legitimate piofit of com- 
meicial enteipiise, conducted with integiity and conti oiled 
by piovident calculation” Now, we think it will not be 
denied by many, that duiing the last nine months a more 
leckless and hazaidous speculation has existed (whethei we 
look at Its enoimous extent, oi the seiious and luinous con- 
sequences which will some day, ivithm the next veiy few yeais, 
ensue fiom it), than any othei which has been known m 
modem times We have known nothing equal to it in extent. 
We have known no instance in late yeais, when aU the paities 
concerned speculated moie daringly, oi moie beyond them 
honajide intentions, or capability to invest the lequisite capital, 
01 from which so wide-spiead a leaction and rum must ensue 
To lepi ess these excessive speculations, the Bank biU of last 
year has been wholly inoperative. So fai, fheiefoie, as we 
have yet had an oppoitunity of judging, w'hethei of its pinici- 
ples 01 its lesiilts, we aie utteily at a loss to understand the 
self-satisfaction expiessed by the Ministei. 

Nor, if we would leason upon ciicumstances of a diffeient 
kind, undei which the bill is expected to opei ate, can we ex- 
pect a moie favouiable lesult In the pamphlet published by 
Ml Loyd last autumn, in suppoit of die Bank bdl, that ac- 
complished wiitei adduces foul distmct peiiods, of late yeais, 
as illustidtions of the applicability of the piinciples contended 
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foi. On caiefiilly lefeinng to the peiiods in question, and 
the facts connected with them, we cannot discovei any leason 
whatevei to believe that any of the anticipated advantages of 
the new bill would have been experienced had it been m oper- 
ation at the several peiiods lefeired to 

Ml. Loyd lefois to foui distmct peiiods in oui late lustoiy 
as illustrations of the piactical benefit winch can be lelied up- 
on as aiismg fiom the adoption of this piinciple — m tlnee of 
which cases a large and continuous diain of gold resulted in 
severe commeicial ciisis , and m one of which such dram 
did not so lesult. Now, in looking to the New Bank bill the 
gieat object is to conaidei, in what way it would have opei- 
ated had the cuiiency been under its legulations at those pe- 
iiods , and we think, on attentive investigation, it will appeal 
that nothing which did then occui would have been mateiially 
diffeient undei the opeiatioii of the New bill. The fiist 
peiiod to which Mi. Loyd lefeis is fiom September, 1833, to 
Mai eh, 1837, in which latter yeai “ commeicial and inonetaiy 
piessuie occurred” Mi. Loyd fuinishes the following table 
of the ciicnlation and bullion during that period — 



Svllton 

Banl 

Cl) culatxon 

Aggregate 

Cm culatwn 

Country 

1833 

h. 

u 

L 

L 

Septemljer 

11,078,000 

19,780,000 

29,932,000 

10,162,000 

1835 

September 

6,261,000 

. 18,240,000 

28,660,000 

10,420,000 

December 

6,626,000 

17,321,000 

28,456,000 

. 11,134,000 

1836 

March 

7,701,000 

17,739,000 

29,186,000 

11,447,000 

Jene 

7,362,000 

. 17,899,000 

30,101,000 

12,202,300 

September 

5,719,000 

13,147,000 

29,880,000 

11,733,000 

December 

4,545,000 

18,361,000 

29,372,000 

12,011,000 

1837 

March 

4,048,000 

18,178,000 

29,209,000 

11,031,000 

Refei 1 

ling to the uiiifoim decrease of bullion 

duiing the 

above peiiod, the compaiative tiivial diminution of the ciicu- 


lation of the bank, and the smallei diminution of the aggie- 
gate amount of the bank and country issues togethei, and of 
the gieat luegulaiity of the countiy issues, and then vant of 
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unifoimity with the fluctuations of those of the bank, Mr, 
Loyd obseives — 


‘ Such are the facts 

“ What are the inferences to be deduced from them * 

“ 1 That there exists no efficient connection between the fluctuabons of the 
country issues and those of the hank. 

" 2 That by the conflicting action of those two sources of issue, the aggregate 
circulation is mamtained at a comparatively uniform amount, during a penod 
when the long-continued and heavy dram of the bnlhon required a corresponding 
oontraction of circulation 

“ 3 That consequenfly the aggregate circulation cannot be considered as 
subject to any management or relation which has reference to the bulhon 

“ 4 That m consequence of the absence of early and steady eontrsctioii of the 
circulation, the decrease of the bulhon remams for a long time unchecked, and 
therefore goes to a greater extent than it otherwise would do 

“ 5 Had the aggregate urculation been steadily contracted in correspondence 
with the bulhon, from the maximum penod of both (in September, 1833), is there 
not the fairest and most reasonable ground to conclude that such timely and 
steady contraction would have been gradual and easy m its effects— that, com- 
mencing before any feehng of alarm had arisen, it wooid have worked more easily 
and not less effectually , and that, by puttmg an earlier restraint upon the efflux 
of bulhon, it would have kept that action within smaller himts, and thus probably 
have obviated a large part of the piessuie of 1837 ? Compare such supposed con- 
traction of the aggregate cuculation with what really took place. 



Bullion 

Bank 

Circulatton 

Aggregate 
Cti eulation 

1S33 

L 

1 

1 

September 

11,078,000 

19,780,000 

29,932,000 

1834 

March 

9,829,000 

18,700,000 

27,891,000 

June 

8,645,000 

. 18,922,000 

29,440,000 

September 

7,693,000 

19,126,000 

29,280,000 

December 

6,760,000 

18,304,000 

28,953,000 

1835 

March 

6,536,000 

18,311,000 

28,731,000 

June 

6,150,000 

18,460,000 

29,399,000 


Counit ^ 

10.152.000 

10.191.000 

10.518.000 

10.154.000 

10.669.000 

10.420.000 

10.939.000 


“ Here is a penod of two years, durmg which the bulhon suffers a continuous 
and heavy drain, being dimmished 4,928,000f The hank circulation is diminished 
1,320,0001 , being a decrease m proportion to that of the bullion of httle more than 
twenty-five pei cent , and that decrease occumng very inegularly, not in the 
steady and uninterrupted mauuei m which the bullion decreases The aggregate 
cuculation IS dimimshed only 633,0001 — oi about eleven per cent upon the de- 
ciease of the bulhon , and this dcciease again occurred very inegidaily 
“ The country issues lucieased 787,0001 , being an tnci ease ui the proportion of 
about oiio-sixtli to the demease of the bullion 
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“This coxirije of things teiminated ui the pressure and diflSciilties of 183/, 
MTiat vronld have been the effect of a different course ? Had the hank and 
countiy issues been both conti acted, m such uiaunei that the aggregate circula- 
tion should, in its fluctuations, have followed the hulhon, the certain and i ndmiable 
effects would have been a conti action of cn eolation coinmeaciiig eaily, pioeeed- 
lug gently and equably, acting duiung a period when theiewas no alarm oi appre- 
hension respecting the state of the bullion or of hade, and producing a giadual, 
moderate, but continuous restraint upon confidence, rate of mteiest, and specula- 
tion, befoie they reached the extent to which they weie permitted to go ” 

Now, admitting tins leasomng on these unquestionable facts 
to be tiue, we aie led to inqmve, what piovisions aie theie in 
the new bill to have alteied theiesults as stated ? Mi. Loyd 
IS of opinion that had the bank and countiy issues been both 
contiacted m such a mannei that the aggiegate cii dilation 
should, in Its fluctuations, have followed the bullion fiom 
Septeinbei, 1833, the crisis of 1837 might have been aveited, 
but this would not have taken place had the new law been the 
regulator of the cuiiency On the contrary, there is notlnng 
in the new law which, as fai as legaids the ciiculation of the 
bank, would have made tlie slightest difference in the whole 
peiiod, except a tiivial lediiction of cnculation of 130,000/. 
at the veiy lowest point in Maich, 1837, oi even as regards 
the aggiegate cnculation of the whole countiy until aftei June, 
1836. The new law piovides foi a cnculation of bank notes, 
to the extent of 14,000,000/ , in addition to the amount of 
bullion held at any paiticulai peiiod, and anunifoim amount 
of comitry issues, which we may state at 9,000,000/. Now, 
duimg the whole peiiod, from Septembei, 1833, to June, 1836, 
the lowest point winch the bullion evei reached, as shown by 
the above tables, was m June, 1835, when it amounted to 
6,150,000/ , by the new law die circulation of the bank might 
then have been 20,150,000/, w^heieasitwas only 18,460,000/ , 
and m June, 1836, w'hen the bank became alaimed, and began 
to use .seveie measuies to contiact, the amount of bullion was 
7,362,000/ , when by the new law the cnculation of the bank 
might have been 21,362,000/, and the aggiegate cnculation 
of the countiy 30,362,000/., wdieicas, in tiuth, the foimei was 
then only 17,899,000/, and the lattoi 30,101,000/ Tlieic- 
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foie, down to June, 1836, no dispiopoition occiuied between 
the amount of bullion held by the bank and the amount of 
ciiculation of papei. 

Ml Loyd, at page forty, states — ^we tliink veiy accuiately - 
the causes fiom which lesulted the crisis of 1837 — 

“The levulsioii of 1837 was the consequence of a long pi eceding period of 
prosperity, which had geneiated eicessive ciedit, ovei-tiadmg, and over -banking 

“ These effects were exhibited more parhcularly m ewossive credits given to 
the United States, in the negotiation in this market of American, Dutch, and other 
foreign seemitiesto a great amount, in the lapid and eicessivo expansion of joint- 
stock hanking in this countiy, and excessive ciedits given by them ” 

We think we have shown that no piovision of the new law 
would have alteied the circumstances connected with the cir- 
culation down to June, 1836, at which peiiod no one will deny 
that all the causes above enumeiated, to which the ciisis of 
1837 IS attiibuted, had occuiied to the full extent which they 
leached, and that no policy on the part of the bank, after that 
date, could have prevented their effects on our monetoiial and 
commei cial intei ests The long pei lod of pi ospei ity had been 

enjoyed — excessive ciedits, ovei-tiading, and ovei-banking 
had taken place , the Ameiican, Dutch, and othei foreign se- 
em ities had been negotiated in our maikets, the unusual 
amount of expoits and ciedits to the Umted States had been 
given, and tne enoimous ciedits fioin the gieat leading 
Anieiican houses on China, Bi azil, and other distant countiies, 
had been issued m favour of houses m New Yoik and Boston, 
in anticipation of the futiue shipments of Ameiican produce, 
the lapid expansion of the system of joint stock banks, and 
the undue competition among them foi business, which led to 
unwise advances on illegitimate seem ities, had all taken place 
— unioise investments had hem made at home, which could not 
then be recalled , extensive and imprudent engagements to other 
count) les had been conti acted in the form of mei cantile ci edits, 
lohich must be provided foi To meet these difficulties, in which 
the whole commei’cial community was less or moie involved, 
the available means of the countiy weie diawn upon to such 
an extent that no policy of the bank could then have avei ted. 
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The deposits of the bank, including the country blanches, 
amounted in January, 1836, to 20,429,000/,, and weie reduced 
on the 4tli July, 1837, to 10,257,000/ , and there can be no 
doubt that, bad the ciiculation been moie suddenly conti acted 
from June, 1836, from whicli time only the New Bill would 
have had any effect, and when it became utterly impossible to 
alter or change the causes of the diam of bullion, the first 
effect would have been to have caused a more sudden witli- 
diaval of deposits from the Bank of England, as well as all 
other banks, to fiU up the vacuum created in the inland cii- 
culatton by the contiaction of die papei , for people would not 
submit to a saciifice m the puce of then goods, imtil they had 
exliausted the deposits over which they had control. In this 
case, it IS more than hkely the bulhon m the bank would have 
sunkevenmoieiapidly than it did from June, 1836, toMaich, 
1837, by the mcieased demand for mternal circulation, to le- 
place the notes withdrawn, and which would have been ob- 
tamed by an action on the deposits And it is evident that 
after die circulation of the bank became reduced to the mhii- 
nnum amount to which its bullion entitled it by the new law, 
any decrease of deposits must have been attended again with a 
coiiesponding contiaction of notes, and a consequent demand 
foi gold to 1 eplace their ciiculation, and thus both deposits and 
bulhon would in all likelihood have become i educed even moie 
rapidly, and to a gi eater extent than they weie, before the 
effect of foiced low puces of commodities induced a turn m 
the foreign exchanges. 

It IS also here worthy of lemark, that although the three 
months fi om Mai ch to June, 1837, were attended, as Mi Loyd 
observes, with a further decrease ofhullion^ and a laige in 
Cl ease of lank ciiculation,” which is quite the reverse course 
which they would have taken under the present law, yet with 
It the crisis suddenly ended m that mondi, the clouds cleared 
off, confidence was restored, and on die 29th of August die 
bulhon had mci eased to 6,548,000/., and a considerable advance 
had taken place m the puce of commodities 

The next peiiod to which Mi Loyd refers, is from March, 
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1838, to September, 1839 and he furnishes the following table 
of the piogiess of the circulation duiing that time . — 



Bulhon 

Bank 

Circulatmi 

Agijiegale 

Circulation 

Issues 

1838 

t 

I. 

I, 

L 

March 

10,015,000 

18,600,000 

29,526,000 . 

10,926,000 

Jime 

9,772,000 

19,047,000 

30,792,000 

11,745,000 

September 

9,615,000 

19,665,000 

31,029,000 

11,364,000 

December 

1839 

9,362,000 

18,469,000 

30,694,000 

12,225,000 

Maich 

8,106,000 

18,298,000 

30,557,000 

12,259,000 

June 

4,344,000 

18,101,000 

30,376,000 

12,275,000 

Septembei 

2,816,000 

17,960,000 

29,014,000 

11,084,000 

“ The buUion was at its maximum in March, 1838, and contained 
steadily from that time 

to dea ease 


“ The bank circulation and aggregate ciroulatiou continued to increase largely 
till September 

“ The country issues continued to inoease laigely till June, 1839 , and it is re- 
markable that they were at their nummum point when the bullion was at its 
maamum (March, 1838), and they advanced to then mavtmum pomt whilst the 
bulhon was undergomg a decease of sixty per cent (June, 1839) 

The cause of this diain Mi. Loyd states to have been- — 

“ 1 Laige importation of foreign corn 
“ 2 Large importation of American securities 
“ 3. Large mercantile credits given to Ameiica 
“ 1 Pecubai state of credit m France and Belgium 
“ 5 Peoubar ououmstances connected with the cotton speculation 
“ ‘ The importation of the law cotton had been pnncipally paid for by advances 
which the consignees on this side obtained upon it ' — Toohe, p H 

“ Here, agam, had the management of the circulation followed the indications 
of the bulhon, the check to the importation ot foreign securities, to the excessive 
meicantile credits, and to the advances made to the consignees of cotton, would 
have been applied early m 1838 ” 

Now, if we examine thispeiiodby the same lule as we have 
that of 1833 to 1837, we will also find that theie is nothing in 
the new law which could have accomplished what Mr. Loyd 
deems iieedfld to have pi evented oi avei ted this ci isis , thei e is 
no piovision which could possibly have made the cii dilation 
follow the indications of hullion in the eaily part of 1838, noi 
indeed till long aftei Maich in 1839 — ^foi in that month the 
bullion held by the hank was 8,106,000/., when the ciicula- 
tioii of the bank would be, midei the new law, 22,106,000/., 
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and the aggregate ciiculation, 31,106,000Z , wheieas the for- 
rner was only 18,208,000/, and the lattei 30,557,000/. — both, 
theiefoie, weie below what the new law would have given, 
even at that advanced period of the ciisis. Now, attliat time 
(Maich, 1839), aU the leasons above enumeiated foi the ciisis 
had alieady occuiied We had dien alieady impoited, in 
less than six months, upwards of two millions of quaiters of 
wheat, and we had purchased above one million of quarters 
more, winch arrived during die next four months ; and, as 
ciicumstances after waids proved, we were obliged to import 
another million of quarters, making in all four millions and a 
half of quai teis of wheatfiorn October, 1838, to October, 1839, 
inclusive. The unpoitation of American secmities, and the 
extension of American credits, had alieady taken place 
tlnoughout 1838. The monetorial and commercial ciisis in 
Pans and Belgium, and the stoppage of the Bank de Beige, had 
already occmied in Novembei, December, and January, and 
these causes, theiefoic, could not have been acted upon, oi pre- 
vented by any peculiai oi dilfei ent action of the Bank of Eng- 
land under the new law, as its effects on the ciiculation would 
not have been expeiienced till aftei Match, 1839, at which tune 
all these moving causes and necessities of the dram of bullion 
had occuiied Theie is eveiy reason to believe that, with 
these necessities on the country, had the circulation been moie 
japidly contiacted than it wms from March forward, the same 
consequences would have occurred that we have aheady de- 
scubed as being more than probable, if not quite certain, to 
have occuiied in 1837 As it was, the deposits of the Bank 
and Its branches, which amounted m Januaiy, 1838, to 
11,230,000/, fell m July, 1839, to 7,489,000/. 

Ml Loyd next refers to the ciisis of 1825, and gives the 
followmg table ■ — 

Bullion Bank Ciroulalwn 


1S34 

Foliruaiy 

August 

1825 

Febnian 

August 


13.810.000 19,730,000 

11.787.000 20,132,000 

8.779.000 20,753,000 

3.534.000 19,398,000 
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" Heie, again, is a ciisis preceded bv a long conlmued decrease of bullion ami 
a large increase of papei ciiculation The panic of 1825 was the lesult of tins 
course , but, had the circulation been contracted with the hulhon fiom the begin- 
ning of 1824, can any person enteitain a doubt that the revolution of ciedit in the 
latter part ot 1825 would have been infinitely less sudden and less seveiely felt 

But, again, tlieic is notliing in the new law to have induced 
any conli action of the circulation fiom the beginning of 1824, 
noi indeed until some consideiable peiiod aftei February, 
1825 , for in that month the bullion amounted to 8,779,000/., 
which would have entitled the bank to a ciiculation of 
22,799,0007, and the whole countiy to 31,779,0007., wheieas 
theformei was then only 20,753,0007, and the lattei, taking 
Loid Livei pool’s estimate of 8,000,0007 as the countiy ciicua 
lation. 111 the absence of any published letuins, was only 
28,753,0007 So that it is quite cleai that no action which 
the new law coiddhave excited on the ciiculation, had it then 
been in existence, could have m any way influenced die wild 
speculations which occuiied clnefly in the last thiec months 
of 1824 and in the fiist thiee months of 1825 All the mis- 
chief had been done which aftei waids induced the heavy di am 
between Februaiy and August of that yeai , the obligations 
had been undei taken, and the impel ative necessities foi their 
provision had aiiseii long befoic the new bill could have 
acted as any check. The deposits m die bank sunk from 
10,168,0007., ui Febiuaiy, 1825, to 6,410,0007 m the follow- 
ing August 

As an example of a diffeient kind, Mi Loyd lefeis to the 
diainofbullion fiom August, 1830, to Febiuaiy, 1832, without 
being pi oductive of any ciisis, and gives the following tables — 

bnllion Sani, Cuculalwn 

11,150,000 21,454,000 

8.217.000 19,600,000 

6.439.000 18,533,000 

5.293.000 18,051,000 
upon the bullion does not, as in nU the other ca«!cs, 


1830 
August 

1831 
Februaiy 
August 

1832 
February 

“ On this occasion the dni 
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Duiing this peiiod the bullion was i educed neaily 

6.000. 0007, while the circulation of the bank fell little moie 
than 3,000,0007. Tlieie is no means of knowing how the 
country circulation then stood , but, even admitting that it 
may be tine, as suggested by Mi Loyd, that if we knew die 
fluctuations of the counfiy cii dilation during that period, it 
IS piobable that the leductton of the aggregate circulation 
coi responded neaily with that of the bullion, yet it must be 
quite evident diat theie is nothing whatevei in the new law to 
have accomplished this lesult, foi, by its piovisions, ni 
August, 1831, when the bulhon stood at 6,439,0007., the 
issuing department would have then had out 20,439,0007, in- 
stead of 18,633,0007 , and even at the lowest point of bullion 
in Febiuaiy, 1832, when it was 6,293,0007., the bank issues 
undei the new bill would have been 19,293,0007., whereas the 
circulation was only 18,061,0007 , the New Bank Bill, theie- 
foie, could not have pioduced the effect had it then been m 
operation, though it would not have prevented it. The truth 
is, that duimg this period, and for some time pievrously, 
puces of commodities (except wheat) had been very low, and 
there had been a very long absence of any speculation what- 
ever 

All this, howevei, suffices to show tliat, even admitting Mi 
Loyd’s principles to be true, the provisions of the new bank 
hill aie by no means calculated to carry those prrnciples into 
effect. Foi example, further — ^the bank at present has about 

16.000. 0007., which wdl make its issues 30,000,0007. , which, 
With the country issues, will make an aggregate amount of 

39.000. 0007, , of which, however, not more than 30,000,0007. 
at the outside can be used. It is quite cleai, theiefore, that 
all kinds of speculations may be fostered, and an enoimous 
amoimt of injudicious credits may exist, and a di'ain of bullion 
to the extent of 9,000,0007 may take place, befoie, under the 
new bill, any action whatever can he expeiienced on the pie- 
sent amount of the ciiculation , or the ciiculation might even 
increase to an aggiegate amount of 34,000,0007, while a diain 
of bullion might be going on to the extent of 5,000,0007., 
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Without any check whatevci being expeiienced fiom the 
new law 

So will It be when the next aeiiously adveise exchange and 
commeicial ciisis occuis. At piesent it is impossible to fore- 
see what may be the immediate piedisposing cause of such 
derangement, but, suppose it to be the uncontrollable neces- 
sity of impoitmg laige quantities of giain, to make up die de- 
ficiency of a bad harvest, is it not sufBciendy evident that all 
the othei obligations for the futuie employment of capital, in- 
to which men aie now so eageily enteiing without limit, will 
then constitute liabilities and demands on the capital of the 
countiy, which no legulation of the cuiiency under die new 
law, or any other law, can contiol? Howevei adverse the 
exchange may be, engagements which aie now bemg enteied 
into to make lailways abioad, when once begun and paitially 
peifoimed, must be completed, if by any means it is possible 
However seveie the ciisis may be, and howevei scarce money 
may be, no man will voluntaiilyfoifeit his mteiest in the half- 
completed lailways at home by neglecting to pay up the calls, 
if by any means it be withm his powei to do so The obliga- 
tions winch, in such an event, wiU constitute the uncontrolla- 
ble necessities of the moment aie being enteied into now (as 
was the case in aU former instances), while yet capital is abun- 
dant, and theie is nothing to excite the shghtest alarm 

Noi will theie be anything in the action of the new bill in 
any way to amehoiate the symptoms hitheito experienced un- 
dei similar circumstances; but, as we shall be able to show, it 
will have the tendency mateiially to aggiavate them, and moie 
especially when we extend to Scotland and Ii eland the pro- 
posed piovisions of Sn Robeit Peel’s new bill. 
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THE CRISIS. ^THE MONEY MARKET 

Reasons for Special Attention to the Questions of Capital and Currency at this 
time — Confusion of Teims — What Really Constitutes Capital ? — What 
Couatitutea the Difteience between Fixed and Floating CapitaP — January 2d, 
1847 

There aie cextain questions of the highest impoitance to a 
deal undei standing of the changes which aie constantly 
taking place m what is populaily teinied the money maihct” 
of a ohaiacter too difficult and abstruse to command, undei 
oidinaiy circumstances, a sufficient attention fiom the active 
man of busmess, m order that they should be fully undei stood 
Tlie only time when we can hope usefully and entiiely to 
aiiest public attention to such questions, is when the cuiient 
events of the day clothe them w-ith moie than usual inteiest, 
and when eveiy man is disposed to give Ins whole attention 
and intellect to their considciation, in oidei the raoie safely 
to govern his own policy at a tmie of existing oi expected 
difficulties. Such an oppoitunity is the piesent moment, 
foi the aiiival of which, we candidly adimt, we have been foi 
some tune waitmg. It is impossible to conceive that at tlie 
piesent moment, when just a sufficient amount of the pie- 
dicted distmbances of the capital and finances of the countiy 
IS disclosed to public obseivation, tendmg to cieate a geneial 
behef tliat much moie seiioiis developments of the same ele- 
ments lemam behind — that diose who aie deeply mteiested 
eithei m the commeice oi the finances of the countiy will be 
unwillmg to devote the whole of then poweis of imnd to a 
deal comprehension of passing events, and of the causes by 
which they are governed Many have been deteired fiom a 
sufficient attention to ihese subjects fiom an exaggerated no- 
tion of their abstruseness and difficulty We shall, therefoie, 
in the lemarks which we aie about to make upon the gieat 
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elementaiy causes which legulate the ^^money market” and 
then influence upon the piesent passing events, use teims and 
language as popular and simple as possible 

The thiee fiist gieat piimary points, without a cleai un- 
dei standing of which to stait with, all attempts usefully to 
discuss the subjects of Banking, Currency, or tlie “ Money 
Market” must be a meie waste of time, and a fmthei be- 
wildeiment of bewildeied notions, but with a cleai understand- 
ing of which, the whole science of capital and money becomes 
compaiatively simple to the commonest understanding, aie — 

Fiistly — What leally constitutes capital? 

Secondly— What constitutes the diflFeience between fixed 
and floating capital? 

Thudly — What constitutes die dilfeience between capital 
and cmiency oi ciiculation? 

Without cleaily undeistanding these thiee points, all at- 
tempts to diaw collect deductions fiom passing events with 
respect to the “ Money Market' will be entirely vain , with a 
familiar and clear undeistanding of them, it will be a com- 
paiatively easy and simple task We piopose, iheiefoie, 
shoi tly to considei these tin ee points in as populai a way as 
possible, befoie we pass to a considei ation of the present state 
of the “Money Maiket,” and the claims which exist upon the 
capital of the countiy With lespect to the first point of con- 
sideration — 

WHAT REALLY CONSTITUTES CAPITAL? 

there is a much more geneial and accuiate notion than of the 
othei two pomts. This question has been so often treated 
m a deal and distinct mannei, that we do not piopose to 
dwell much upon it It is generally and cleaily undeistood, 
that capital, in the broad sense, means labour accumulated m 
such a foim as to facilitate future pi oduction. The savage who 
hunts and fishes just enough, with the simple means which 
Nature provides, in ordei to supply his wants, neither possesses 
noi accumulates capital But the moment a savage spends 



120 


ARTICLE XI. 


any poi tioii of his time m consti acting an implement which 
facilitates his hunting oi his fishing, so as to enable him to 
procuie moie food with the same laboui, that moment he is 
possessed of capital, consisting of such implement, the value of 
wliich is determined by the extent of the facility which it 
affoids in acqmimg food This capital, consisting, foi ex- 
ample, of a net, has two values , one which would be measuied 
by the time and the skill expended in consti acting it, which 
would deteimine the pi ice which anothei pci son would be 
willing to pay foi it by pm chase, and anothei which would 
be detei mined by the piofit oi facility which its use would 
afford, and which would determine the puce which a peison 
would be willing to pay foi the loan of it The first value is 
the selling pi ice, the second is ? eni or interest. If, in such an 
early stage of a community, only one person accumulated 
capital, that is, piocured as much food as he himself consumed, 
and made nets besides, it is cleai that he could not sell his 
nets, because no one else possessed moie food than he actually 
consumed , but it would be quite possible at once foi any one 
to rent such nets, and to pay a portion of the extia food which 
he was able to obtain by its use, foi the loan of it. As soon, 
howevei, as the use of this net enabled the boiiowei of it to 
obtain as much food as was sufficient to support him, to pay 
the stipulated quantity foi the use of the net, and to leave him 
sufficient leisme to make a net for himself, or to buy the net, 
he would become the ownei of so much capital, m place of the 
renter of it Thus, the capital of every mdividual would in- 
crease just m proportion as he produced more than he actually 
consumed, and the value of this accumulated labour would be 
pi oportioned to the facilities which it afforded for futui e pi educ- 
tion If a man expended the labour of a year in the attempt 
to make a machine, which at length gave no new facility in 
production, he would add nothing to his capital ; but if his 
labour was expended m impioving the sod or making an im- 
plement, which would in fiituie enable him, with the same 
quantity of labour, to produce more food oi clothing, he 
would have added so much to his capital — which improved 
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land 01 implements he might eithei sell foi a puce, oi lend at 
an annual lent. What is tiue with respect to an individual, 
IS equally so with a whole community. In pioportion as a 
country pi oduces more than it consumes, and in propoition as 
the extia laboui oi income fiom rents oi mteiest, which must 
be all paid out of laboui, aie invested in pi ofi table means of 
future pi eduction, does its capital inciease^ Fiom the most 
simple to the most complicated state of society, all capital, 
theiefore, lepiesents accumulated laboui, and is valuable just 
in propoition as it has been invested m means calculated to 
facilitate futme production In the earliest stage of society, 
the net which repiesents the fiist saving or accumulation is 
valuable just m propoition as it is calculated to facilitate the na- 
tui al and unassisted means of catching fish In the most i efined 
and complicated state of society, the machine, theiaihoad, or 
the ship, in which the accumulations of individuals aie mvested, 
add to the geneial amount of capital just m propoition as they 
facilitate and cheapen pioduction oi profitable exchanges, and 
that facility detei mines the price which people will pay foi 
then pui chase, oi the lent which they will give foi their use, 
as the case maybe. It is, theiefoie, clear that capital consists 
of all impiovements in the natural elements of production — of 
all implements which facilitate production — and of all com- 
modities which, though pi oduced for consumption, yet the 
value of which will be replaced to the pioduceis, from the in- 
comes of those who consume them. Thus, peimanent im- 
provements on land, by which laigei ciops are laised with 
the same laboui , improvements m watei-eouises, iiveis, oi 
docks, die constiuction of canals, roads, or lailways, which 
facilitate mteicouise and the exchange of commodities , build- 
ings, ships, machines, cattle; all implements foi leprodiiction, 
and commodities of eveiy desciiption, such as cloth, wheat, 
sugai, gold, sdvei, non, &c , which aie produced foi the pui- 
pose of sale, the pi ice of which is to be replaced from the in- 
come of the consumers, while the piofit only is to be con- 
sumed by the producers, constitute the capital of a nation 
Whatevei adds to the efficiency of any of these elements of 

l2 
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production inci eases the capital of a country, as, foi example, 
the application of steam to ships, machmeiy, and lailways, 
while anything which injuies oi destioys them, such as files, 
shipwrecks, &c , abstiacts so much fiom the capital of the 
country. The lecent inundations in Fiance have siibtiacted 
as much from the Capital of France, as it will require of 
laboui to lestore die mischief they have done So with re- 
gard to the effect of seasons on the productions of wheat, cot- 
ton, 01 othei articles, while, in an abundant yeai, moie is 
pioduced than is sufficient foi the consumption of the yeai, 
the suiplus goes to accumulation, and constitutes so much 
capital, so, in a deficient yeai, when the piodiice is not 
enough foi consumption, the accumulation of former yeais 
must be used to make up the deficiency, and thus the capital 
of the countiy is reducei 

The next point which we would considei is, — 

WHAT CONSTITUTES THE DIFFEHENCE BETWEEN FIXED 
AND FLOATING CAPITAL? 

This IS a point. With lespect to winch much greater obscuiity 
exists than the one which we have already examined , it is one 
also on which though the most impoi tant piactical questions and 
considei ations aiise, yet which we believe has not yet met with 
such a cleai and explicit explanation as to enable men of 
business leaddy to distinguish between the one and the othei 
in the numerous cases which aie constantly arismg m the ap- 
plication of capital, and wheie a clear undei standing of the 
distinction is of the fiist consequence A want of a clear un- 
derstanding upon this point has, we have little doubt, had the 
effect of causing losses to the community of this countiy to the 
extent of many mdhons during the last two years, as a con- 
sequence of obhgations which have been undei taken, which, 
had this distinction been clearly understood, would not have 
been enteied upon 

We will endeavour to do something towards clear ing up this 
important point Eveiy accumulation of capital furnishes a 
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cei tain command over labour, and can only be i endered pro- 
ductive by the employment of labour This labour may, how- 
evei, be used foi the production of two distinct classes of com- 
modities. It may be applied to the pi oduction of implements, 
the impiovement of land, the building of houses, oi the con- 
stiuction of loads, all foi the pui pose of facilitating ftiither 
pi oduction, 01 It may be employed for die pui-pose of pioduc- 
mg commodities foi die immediate consumption of the com- 
munity, to be repaid and replaced by the income of the 
countiy In the fiist case, the laboui is fixed, and the piofit 
which is deiived from it must be either m the form of an ad- 
ditional facility foi futuie pi oduction, oi in the form of a lent, 
which some one is willmg to pay foi the use of such facility. 
In this case the capital is not itself returned to the ownei. In 
the lattei case, the whole capital is letuined to the pioducer 
along with his piofit, paid fioni the fund constituting the 
geneial income of the countiy. Foi example, in the fiist 
case, a man builds a miU, and fills it with machmeiy, the 
mill and the machmeiy piesent to the ownei a facility by 
which he can moie easily pioduce cloth than hitheito, and 
this gieatei facdity letiuns a piofit upon the capital thus sunk, 
analogous to rent, oi he may let it on hue to anothei peison, 
who is willing to pay rent foi such a facility thus given. All 
the piofit deiived fiom such capital must be m the chaiacter 
of lent, and m all such cases the tent oi mteiest alone is repaid 
from the income of the countiy, included in the cost of the 
goods, the production of which it facilitates In all cases, 
theiefoie, wheie the capital itself is not repaid from die in- 
come of the countiy, but only a re^it oi interest foi its use, it 
must be classed affixed capital This applies to houses, im- 
piovements on land, navigation, loads, machmeiy, ships, and 
all classes of commodities which foim only the means of pio- 
ducing articles of general consumption 

On the other hand, anothei man who rents oi employs die 
mill and machmeiy in pioducing cloth, and uses lus capital 
foi that pill pose, employs it m the pui chase of wool, and m 
(_he payment of wages, and does so upon the faith of selling his 
L.S 
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clptli at such a puce as will leplace the whole of his capital so 
expended, togethei with the rent oi interest of the outlay of the 
mdl, and with such a piofitas will lemuiieiatehim for the use 
of his capital, and the laboui in conducting his business. In 
this case, the whole capital, with the piofit, is leplaced fiom 
the geneial income of the countiy, and is again available for 
the peiformance of a similar opeiation, and foi contmumg the 
employment of a siinilai amount of labour. All such com- 
modities constitute the Jhatmg capital of the countiy, includ- 
ing agiicultuial pioducc, manufactuied goods, impoited ai ti- 
des foi consumption, and, in shoit, every thing which is fully 
and entiiely out of the income. In all cases of fixed capital, 
the community only pay out of mcome a chaige for the use of 
a facility analogous to rent. As, for example, the faies paid 
to a railway company by the community, out of the genei al 
annual income, are only a consideration foi a facility, and m 
the foim of interest oi rent, including the cost of upholding, 
but do not leplace the capital which it cost to construct the 
railway. On the other hand, the puces paid by the commu- 
nity, out of the geneial income, for cloth, gram, oi sugar, &e , 
replaces the whole capital expended thereon, leaving the same 
fund undimmished foi the fuithei employment of similar la- 
bour, and the lepioduction of similai commodities 

The distmctton, then, which we make between fixed capital 
and floating capital is — that all commodities oi improvements, 
for the use of which only the cuirent mcome of the countiy is 
charged — oi, in other woids, for which the owners only receive 
rent or mteiest — constitute the fixed capital of the countiy , 
while all commodities, the entire cost of which is leplaced 
out of cuirent income, constitute the floatuig capital of the 
country. The foimei class of commodities aie stationaiy, 
yieldmg only mcome, the lattei class are constantly cuculat- 
ing, alfoiding a constant means of new employment foi then 
reproduction fiom the curient income of the country 

The two most unportant distinctions between fixed capital 
s,n.dLfioating capital aie, fiist, that the foimei consists of labom 
employed only foi the puipose of affoiding gieatei facility foi 
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the pi eduction of those commodities lequired foi the daily use 
of mankind, while the lattei consists of laboiii employed m 
the actual pi oduction of those commodities themselves , and 
second, that the use of the commodities representing fixed 
capital, leturns no fund from winch the same amomit of labour 
can be continuously employed, wheieas the use of the com- 
modities repiesenting floating capital returns an undumnished 
fund, by which the same amount of labour can be again em- 
ployed The occupation of a mill, oi die use of well-diamed 
land, may add to the income of die capitalist, but the fund 
employed in the budding of the one, oi the perfoimance of the 
other, IS absolutely withdiawn, except so fai as the additional 
profit, rent, or pioduce which they yield is cpnceined, from 
the fund for the futui e employment of labour, whde the fund 
employed in the munediate giowth of wheat oi die manufactuie 
of cloth, IS leturned to the faimei oi manufactuiei entiie, and 
is agam avadable foj the employment oflaboui to the same ex- 
tent as befoie. It is, theiefore, quite deal that no comraumty - 
can, without the gieatest inconvenience and deiangement, in- 
ciease fixed capital fastei than it is able to spate labour 
from the pi oduction of those commodities on which the com- 
munity 1 elies for its dady subsistence Under all circumstances 
It can only be the amount oflabour which the savings of the 
country can command and sustain, that can be applied to the 
inciease of its fixed capital. The time which the savage could 
spaie m oidei to make his fiist net, must have been confined 
to that which was not ahsolutely requited to piocuie his sub- 
sistence , and the fund which any countiy can set aside to the 
increase of its fixed capital must be limited by the commodities 
of geneial use which it pioduces over and above its consump- 
tion, or, in othei woids, by the savings of the countiy This 
impoitant point will be moie plain if we considei, that in fact 
the wages paid foi laboui, diough nominally in so much money, 
leally consist of the distiibution of the commodities used by the 
laboui eis m maintaming them dm mg its performance. Whe- 
ther wages aie paid in money, oi whether the labouier is, in 
letuin foi his woik, supplied with food and clothing, are one 
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and the same tiling. Now, the whole laboui employed m 
pioducing those ai tides of daily consumption, such as wheat 
01 cloth, whediei foi consumption at home, oi foi expoit in 
exchange foi sugai, coffee, tea, oi otliei foieign commodities 
in common use, leplaces in the hands of the employ ei the 
whole of the commodities used to sustain it, and leaves the 
funds for the fiituie employment of laboui undiminished The 
laboui eis employed in manufacturing calicoes not only produce 
as much as they themselves consume of this paiticulai aiticle, 
but as much as will exchange foi any othei aiticle which they 
do consume, besides leplaciug die capital of then employer 
The pioduce of this laboui in calicoes exchanges foi the coin 
and the pioviaioii which they consmne of home giowth, as 
well as for the sugai and coffee which they consmne of foieign 
giowth. Suppose a inanufactuiei, foi the sake of simpbcity, 
to make om thousand pieces of calicoes, and that, instead of 
the payment of money- wages, he distiibutes amongst his work- 
people the piopei quantity ol biead, meat, sugai, tea, and 
clothing to suppoit diem, — his thousand pieces of calico aie 
then distiibuted in exchange foi wheat and piovisions to the 
faimer, foi clothing of diffeient kinds to othei manufactmcis, 
foi sugai and tea to the mei chant, whom their turn distribute 
these calicoes, with othei things, to the labomeis employed in 
pioducing diese vaiious commodities , and thus the niaiiu- 
factuiei, IS again possessed of anodiei stock of commodities, to 
lepeat the same opeiation. By such a piocess all laboui is 
le-pi oduemg the fund foi its futme suppoit The inti eduction 
of money and ciedit aie merely means of alFoiding additional 
facilities to this simple operation. This piocess will go on 
without any mteriuption as long as laboui is employed in the 
pioduction of the commodities thus consumed, because eveiy 
daj’s consumption and expendituie will be leplaced on the 
aggregate by a similai production, or, m othei words, as long 
as the capital of the country is continued m this floating oi 
mcvlating state But the moment we begin to build houses, 
to make loads, oi to impiove navigation, lioweiei much they 
may add to the facilities of futme lepiodiiction, while llieic is 
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the same consumption of biead, meat, clothing, tea, sugai, 
&c., theie is no immediate lepioducuon of these commodities, 
01 of any thmg that exchanges foi them, howevei good or pro- 
fitable an investment such works may he as fai as the inte') est 
01 IS concerned which they yield. It is, theiefoie, clear 
that they cannot be undei taken, except with the suiplus pio- 
visions, or capital which is left over and above the quantity 
lequiied loi icgulai leproduction, and that tins quaiiity must 
always limit the power of a community to uiciease itsy?aed 
capital 

In slioit then, the floating capital of the eountiy is that which 
IS employed in the production of all those commodities which 
constitute the oidmaiy consumption of the country, or which 
exchange foi such commodities so consumed which aie pio- 
duced abioad, and is at all times upresented by such com- 
modities in whatever shape they aie found, and which is al- 
ways replaced fiom the cm rent incomes of the couiitiy, whe- 
thei deiived fiom labom, rents, mteiest, oi piofits , while 
fixed capital aiises fiom that poition of labom, which, being 
ovei and above that which is lequiied foi the mimediate pro- 
duction of commodities for cm lent use, is withdiawn from 
such pioduction, and invested in some way which will yield an 
annual mteiest oi rent, by affbidmg new facilities to oidmaiy 
production, and by thus imparting gieatei value to the floating 
capital and labom of the countiy. 

It IS, therefore, not difficidt to see, that it becomes a most 
essential thing to the continued piospeiity of a countiy, that 
\Xs floating capital, on which the continued lepi eduction of 
commodities of eveiy-day use depends, as well as the continu- 
ous employment of labom, should not be withdrawn from those 
necessary purposes, and converted into fixed capital, in a 
greater degree than the suiplus accumulation of die countiy, 
after replacing the whole fund needful to continue the produc- 
tion of such commodities, whether of home oi foreign growdi, 
will admit. If the fibatmg capital of the country is thus mis- 
directed mto fixed capital, it is quite plain that the ultimate 
result must be, that as die labour employed in the works le- 
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presenting the fistd capital does not lepioduce the commodi- 
ties which aie consumed m supporting it, oi any commodity 
which can be exchanged eithei with the home oi foieign pio- 
ducers of such commodities, they must become scaice and 
dear, and ultimately the fund foi the employment of laboiii 
must be diminished; and the individuals who withdiaw their 
capital horn its oidmary occupation, and conveit it 
vcAojixed capital, must either to that extent reduce then oidi- 
naiy business of production, or suffer the greatest embanass- 
ment from the absence of their ordinary capital, however 
large may be the annual interest oi profit derived from their 
mvestment. 

It is quite true that, foi a time, while the process of the 
conversion of floating into Jixed capital was proceeding, there 
would be a momentary appearance of great piosperity It 
would, in fact, m the fiist instance, be the same as if we were 
to expend in labour the principal, instead of the interest, of our 
capital, as fai as the immediate effect upon the demand for 
labour, and commodities of daily consumption, was concerned. 
The production of commodities reqmied for daily use being 
unequal to the consumption, they would continue to iise in 
puce, inci eased importation would follow, as a matter of 
course, and, as no coi responding commodity had been pro- 
duced to excliange foi such impoi ts, they must ultimately be 
paid from the existing fund oi floating capital, in reduction of 
that fund, and before long a reaction must take place, deeply 
prejudicial to the general interests of the country, and espe- 
cially to those of the labouring-classes, who vnU have been ex- 
haustrog the food on which their future emplojonent depended, 
without reproducing more. The vdtimate effect of such a dis- 
turbance 01 misdirection of the floating capital of die countiy 
must be to create a gieat scarcity of it, which will be evinced 
by the high rate of mterest, and ultimately a gi eat diminution 
m the demand foi labour, m consequence of the exhaustion of 
the fund on which it depends for continuous support. 

Having thus woiked out the impoitant distinction between 
fixed and floating capital, we will proceed, in oui next article, 
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to considei the tliud of the thiee piopositions, — What 
constitutes the diffeience between Capital and Cuiiency or 
Ciiculation'? — and then piactically to apply these gieat prin- 
ciples to the piesent condition of the country. 



ARTICLE XII. 


What constitutes the difference between Capital and Money, Ciuiency oi Cucula- 
tiun > — The state of Bartei — The Origin and Use of Money — The Economy 
of Capital bT the introduction of Paper Money —Commodities the basis of 
Crecfit —The eftect of Banka upon Ciedik — Bank Deposits, &c &c —Feb 6, 
1847 

Having, in the pi*eceding aiticle, disposed of the two import- 
ant questions — First, What really constitutes capital? and, 
second, Wliat constitutes the diffeience between fixed and 
floating capital ? — we now come to the proposition, 

WHAT CONSTITUTES THE DIFFERENCE BETWEEN CAPITAL AND 
MONEY, CURRENCY OR CIRCULATION? 

Theie is piobably no single point connected with mone- 
toiial questions which is so little understood as the distinction 
between capital and money, cmiency oi cii dilation, and a con- 
fusion of which teims has been so piodiictive of eiioi both m 
legislation and m oidinaiy practice We will fiist eudeavoui 
cleaily to explain the diffeience, and then we will show in 
what way some of the most dangerous and populai opinions, 
both in legislation and in the piesent calculations and views 
of the public, are eiioneous We have aheady shown thatal 1 
capital IS accumulated labour, icpiesented by, and consisting 
of, the commodities m which the Inborn has been expended , 
and diat the distinction between floating and Jixed capital is, 
that the fiist lepiesents the fund (which itself consists of com- 
modities for eveiy-day consumption,) which is employed in pi o- 
ducing food and othei ai tides of consumption, the whole cost 
of which IS letuined to the pioducer fiom the annual income 
of tlie countiy, along with the piofit, which constitutes the 
pioduceis’ income, and wdiich fund, theiefoie, piovided such 
produceis spend no moie than the piofil, lemains pci feet and 
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without diminution, to lepeat again similai pioeesscs of pio- 
duction, and to maintain a similar amount of laboui , while 
the lattei consists of that accumulation repiesented by such 
commodities or pioperty, which are not repaid m whole from 
the income of the countiy, but for the use of which only an 
annual sum is paid, in the shape of rents, dividends, &c. , thus 
the fund 01 capital eswjAojed, in gi owing wheat, m manufac- 
tuiing floui, in feeding cattle, in making cloth, in impoitmg 
siigai, in pioviding entertainments, &c,8i:c, is leplaced in 
full fiom the income of the countiy, and is again leady to 
peifoim the same opeiations ovei and ovei again, and it is 
theiefoie on tins fiind that the continuous laboui of the coun- 
tiy IS most dependent, while the fund or capital employed in 
building houses, making machinery, improving land, con- 
stiucting lailways, building ships, making docks, impiovmg 
navigation, is not repaid from the income of the countiy, but 
yields only a lent oi dividend, which is paid fiom the income 
of the countiy, in considei ation of the use of die object on 
which that fund has been expended, and, theiefoie, becomes 
fixed capital, not being again available foi asimilai production 
in the foUowmg yeai, excepting so fai as the rent oi dividend 
goes, and, theiefoie, with this small exception, this fund is 
withdrawn from that on which the continuous employment of 
labour depends. Thus, if a man employs a capital of 20,000^ 
in making cloth, oi impoitmg sugai, the whole of his capital, 
in addition to the profit, which constitutes his income, isiepaid 
from the annual nicome of the countiy, and is available at 
once to repeat similar opeiations, and to continue to give em- 
ployment to the same amount of laboui , while another man, 
who employs a capital of 20,0007. in the consUuction of a 
railway, even though his income fiom the lattei maybe as 
gieat as fiom the foimei, yet he receives no part of his capi- 
tal back, with which he could repeat the same operation, oi 
continue to employ die same quantity of laboui, and, therefore, 
except to the extent of the dividend leceived, the fund is 
wholly withdrawn from active employment 

We shall afteiwaids find, as we pioceed, that this distmc- 
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tion entirely forms the basis of what are, and what aie not, 
pi oper hanking secuiities. 

Fi om what we have all eady said, it is evident that capital 
existed long befoie any system of money was mtioduced. 
Befoie the intioduction of the use of money, the capital of 
a countiy consisted, as it does now, of the poitioli of 
commodities which the community produced more than 
they consumed , and the exchange of those commodities be- 
tween the different pioduceis was accomplished altogethei by 
diiect bartei, instead of, as it is now, hj indirect haxiei, thiough 
the use of money. The inti'oduction of money was, therefore, 
only a scheme foi making the exchanges of commodities more 
convenient and easy. These commodities consisted of eveiy- 
thing produced by labour, including food of all kinds, cloth- 
ing of all kinds, implements of all kinds, gold, silver, iron, 
and, in shoit, everything to which a value had been given by 
labour ; and the relative exchangeable value which attached 
to these different commodities was deteimined by the amount 
of laboui it required to produce them. If it required as much 
laboui to produce an ounce of gold as a tow of iron, these com- 
modities would exchange with each other in this proportion ; 
if It required as much laboui to produce a quaitei of wheat 
as an ounce of gold, tliese two commodities would exchange 
with each othei in these piopoitions; and the ordinary de- 
mand for different articles would determine, on the broad 
scale, the portion of the labour of the country which should 
be occupied m each pursuit. The exchangeable value of 
commodities would, howevei, be subject to sudden and acci- 
dental fluctuations. Suppose a very abundant season, in 
which the oidinaiy quantity of wheat produced was doubled, 
the labour represented in a quaiter of wheat would just be 
one-half, and by the self-acting piinciple of supply and de- 
mand, the produceis of which, having double that quantity 
leqmied under- ordinaiy circumstances, would, by competi- 
tion, be compelled to dispose of a quarter of wheat foi half an 
ounce of gold, or for half a ton of iron Oi if, on the con- 
trary, m consequence of a veiy bad season, the same quantity 
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01 labour pi oduced only half the usual quantity of wheat, 
double the quantity of laboui would be represented in a 
quarter of wheat , and, again, by the self-acting principle of 
supply and demand, competition to obtain the wheat would 
make each quaitei exchange for two ounces of gold, or two tom 
of non And so, in the same way, the quantities of every de- 
scription of commodities which would exchange foi otheis, 
would be continually fluctuating and varying, m piopoition 
as, from natural or accidental cucumstances — such as the 
state of the weathei , the discovery of new mines, or other cii- 
ciunstances — the quantity of labour leqmred to produce them 
varied ; lSour being the soie'regula®n*'Qf vaHe. 

The inconveniences which must soon have arisen fioni this 
state of things — one of simple baitei — ^is too obvious to re- 
quire to be pointed out or dwelt upon ; and long before a 
coinage of money was thought of, the foice of the inconveni- 
ence of that state of things had induced the most advanced 
communities to adopt die precious metals as a standard of 
value and a medium of exchange In the veiy early stages of 
society, we read of a given article being worth so many oxen 
01 sheep , but, m a more advanced stage of those same com- 
mumties, we always find the puce or value of an article ex- 
pressed m a certain weight of sdvei or gold. The piecious 
metals seem to have been deter mmed upon as a standard of 
value, and as a medium of exchange, not from any general 
reasoning as to their peculiar suitableness for those piu poses, 
but, as has been the case with most of the permanent regula- 
tions of society, from then being found by experience to be 
best adapted for those piuposes. And here expeiience oi 
necessity, which first adopted these commodities, is found to 
correspond exactly with what die most perfect leasonmg upon 
the subject would have suggested oi pointed out. If one 
commodity were reqmied to be used as a standard, m which 
the value of all other commodities was to be expressed, it is 
qmte clear that we would adopt that which, by its nature and 
character, was least subject to fluctuations m its own intrinsic 
value , that approximated in itself the nearest to a determinate 
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and fixed quantity of value oi, m othei woids, in tlie laboui 
lequned foi its pioduetion. And if we lequiied to fix upon 
a commodity which should not only seive as a,standaid of 
value f but as a medium of exchange, then we should look for 
that commodity which, in addition to steadiness of value, had 
the least tendency to be depieciated by weai, and was of the 
easiest ti anspoi table chaiactei, by lepresenting the gieatest 
quantity of value in a given bulk oi weight. With all the 
knowledge which we now possess, leasomng upon these 
points woidd dnect us to adopt, foi these puiposes, the 
commodities which expei lence and necessity induced society 
in Its eaily stages to adopt Theie aie no commodities 
the production of which depend upon such even and un- 
varying elements, as gold and silvei, and the intiinsic 
value ofwluch, or, in othei woids, the quantity of laboui 
which they lepiesent, is so uniform, and, theiefoie, they are, 
above all othei commodities, smted to be adopted as the 
standaid, with lespect to which the value of all othei com- 
modities can be expressed oi measured, and thus constitute a 
moie perfect standard of value than any othei commodities. 
Again, theie aie no other commodities which aie so little 
liable to depieciation by weai, oi which aie so convenient foi 
transpoi t, in consequence of representing in a given bulk and 
weight the "gieatest intrinsic value. As a. standaid of value, 
and as a medium of exchange, gold is the most perfect and 
convement commodity, and next to gold is silver — tiled by all 
these tests 

When fiist the precious metals weie adopted as a standaid 
by which the value of all other commodities was measured, and 
as a medium by which othei commodities were exchanged, oi, 
in otliei w'oids, weie bought and sold, the simple plan of 
weighing w'as used — an ox or a piece of land exchanged for so 
many shekels of silver oi gold, but it was soon disco veied that 
much time and inconvenience would be saved in weighing, 
subdividing, and testing the exact fineness of the simple 
metal, if it weie subdivided into small pieces of a unifoim 
weight and a uniform fineness, which would save the process 
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of weighing, subdividing, and assaying, and which would con- 
stitute mere counting of such pieces a perfect and easy mode 
of conducting exchanges But the first thing that became 
obviously necessaiy, moidei to accomplish this most desiiable 
facility, was to adopt some system which should affoid a guar- 
antee to the public, that each of such pieces leally did possess 
the stipulated quantity of a stipulated fineness of metal. In 
order to fuinish this guaiantee, the practice of coming was le- 
soited to, and this necessity first bi ought the question of oui- 
lency oi money into immediate connexion with the state. The 
principle of coming was simply, diat the pieces, or subdivisions 
of the metals, issued, should be known to contain a given 
quantity of metal of a given fineness, and it was considered 
that nothmg shoit of the State stamp would afPord a sufficiently 
satisfactoi y evidence to the public of these facts Gold and 
silvei, weie, therefore, divided into pieces of uniform weight, 
the metal fiist having been made into the ilmfoim standard 
quality by the State, with a stamp upon them, to indicate the 
guai’antee of the State that each piece did contain the piopei 
quantity and quality of the metal agreed upon Thus oiigin- 
ated the piactice of coining metal into money, as a mere 
facility for the tiansactions of business 

It may be well heie to leinark that, throughout all these 
changes, the original piinciple of baitei is never departed 
fi om. In a state of bai tei, the i elative value of all commodities 
depends entirely upon the quantity of laboiii which each lepie- 
sented Wlien commodities come to be bought and sold by 
quantities of gold or silvei, weighed and assaj^ed for eieiy 
transaction, the quantity of metals to be given for any pai ticu- 
lai commodity is still deteimined by die same piinciple — that 
IS, by the quantity of intrinsic labour which each lepiesenis, 
and when the metals come to be coined into money, the sum 
of money for which any aiticle would buy oi sell is deteimined 
alone by the intiinsic value oi quantity ol labour lepresented 
by the article in question, compaied with the intiinsic value as 
a commodity, of the metal of which the com is composed. All 
the steps, theiefoie, which bung us down fioin simple baitei 
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to the most peifect money system by means of coins, are all 
so many means adopted to simplify and facilitate the exchange 
of eveiy man’s pioduce with that of otheis, which was oiigm- 
ally very impel fecdy accomplished by direct bartei. 

But It will be borne in mmd that as the piecious metals 
have other uses besides foiming a medium of exchange in the 
ehaiactei of money, the quantity abstracted fiom the geneial 
stock for the puiposes of a currency would be confined to that 
which was absolutely leqmi ed for such a purpose As a whole, 
the quantity of piecious metals lequiiedfoi the cuiiency of a 
country would be so much of its capital withdiawn from pio- 
diictive puiposes in oidei to facilitate the gieatei production 
of the lemaindei. Suppose a country puisumg a course of 
baiter were all at once to adopt a peifect system of gold cui- 
iency It is to be mfeiied that the stock of gold m the 
country was only sufficient to provide for the demand for it 
for usual puiposes of oinaments, plate, &c., and it would be- 
come needful to export a quantity of commodities produced in 
such country in older to proem e a sufficient quantity of gold 
to use as a cuiiency This gold, coined into money, would 
not be of itself le-pioductive capital, but would only affoid a 
gieatei facility foi the productiveness of the lestof the capital 
of the countiy , so that, in tiiith, the piecious metals converted 
into coin are so much of the floating capital absti acted from 
immediate productive puiposes, in order to affoid gieatei 
pioductiveness to the remainder, by simplifying and facilitat- 
ing exchanges. All persons, therefore, will hold as httle of 
this unproductive capital as is just sufficient to conduct then 
business — that is, no one wdl keep m his possession moie 
money than he requires to make liis payments As the whole 
mteiest of the coin m cii dilation is lost to the community, so 
each individual shares that loss just inpioportion as he holds 
it in his possession. Tire rule, therefore, is, that no one holds 
moie than he actually requires from time to time to conduct 
his ti ansactions 01 make his payments, and the intioduction 
of the system of banking enables each peison to reduce that 
sum to the lowest possible amount, and thus enables the com- 
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munity to economise its capital by peifoiraing the greatest 
possible amount of business, in exchanging commodities with 
the least possible amount of money 

The next step in the consideiation of the impoitant subject 
befoie us, by which this capital necessary to constitute the cui- 
lencyhas again been gieady economised, was the intioduction 
of notes payable on demand, called paper money” because 
they lepiesented, and geneially coiiesponded, with the com oi 
metallic money m general use The natuie and chaiactei of 
this money is simply a wiitten obligation to pay on demand 
the com it lepiesents, oi a means by which a claim is tians- 
feiied fiom one peison to another A has a cieditwitha 
banker , he has a payment to make to B , of 20/ A would, 
in the earliest stages of banking, have withdrawn from his 
banker tioenti/ pound.!, m coin, and paid them to B , who 
would eithei have lelaiiied it idle in his possession, oi paid it 
away in anothei payment, oi letunied it to the bankei But 
in place of taking 20/ in coin, A. takes the amount in notes, 
which obliges the bankei on demand to pay the com , these he 
gives to B , and thus tiansfeis his claim upon the bankei to 
B , piecisely the same as if he had given his check foi die 
amount, only that the document bears the olligation of the 
bankei to pay ^ instead of a meie older to pay, with these notes 
B either makes other payments, and thus tiansfeis the claim 
to a thud paity, or he letuins them to the bankei, eithei in 
payment of a debt due to the bankei, oi m deposit to his cic- 
dit Now, the very same piinciple which limits the use of 
com to the smallest sum necessary to conduct the tiansactions 
of the country, must also limit the circulation of these notes to 
the smallest possible amount A bankei does not part with 
his notes, any more than his com, without receiving what he 
believes to be full value foi them Eveiy one who holds notes 
moie than aie actually required foi his transactions, loses the 
inteiest of them, just as much as if they were coin And, 
therefore, the sum which can be kept in ciiculation must be 
detei mined by that which it is absolutely needful foi the uses 
of business, and not by the quantity which bankei s may issue. 

M 2 
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Bankeis may issue in loans, by discounting bills, or in paj'- 
ment of deposits, as much papei as they please, but not one 
pound would lemain out moie than the country required 

all the rest would instantly find tlieii way back, eithei in 

exchange foi the com they obliged the bankei to pay, or m 
payment of a debt due to the bankei, or in deposit to the credit 
of the holdei , on which agam he could draw at pleasure 
Notes, aie, tlieiefoie, a meie means of transfeiiing a claim foi 
a given quantity of money, oi, in othei words, of gold, upon 
the issuer of the note, fiom one person to anothei , the present 
holdei always bemg entitled to demand payment m gold for 
the amount the notes lepiesent. As long, thei efore, as iiotes 
aie payable on demand, it is utterly impossible to keep moie 
of them in circulation than the sum that would be required, 
were the cnculation purely metallic, but there is die obvious 
advantage in notes being thus circulated m place of gold, as 
long as then convertibility is seemed, that they economise the 
quantity of gold which is lequiicd to be absti acted from the 
re-productive capital of the country in oidei to peifoim the 
function of a cuirency, and they, mpieovei, economise the 
com in the wear, besides being moie convenient foi tians- 
mission to a distance. But the note contains no intimsic 
value in itself, it only lepiesents the liability of the issuei to 
pay on demand so much gold, and, theicfoie, the whole value 
depends on the ciedit of the issiiei The issue of notes is a 
simple question of the ciedit of the issuei — of his ability to pay 
at all times, on demand, the com which the notes purpoit to 
lepresent. So far, theiefore, notes aie precisely the same as 
bids of exchange, except that the foimei aie payable at aU 
times on demand, and, theiefoie, cannot be made a security 
for advancmg money upon at interest, wlnle the lattei are 
payable only on a given distant day 

Whoever, theiefoie, holds a20Z. note, holds simply a powei 
to demand from the issuei twenty corns of the same denomina- 
tion , which twenty coins contain a certain specified quantity 
of gold, of a fixed fineness, and which gold i epresents so much 
labom, which lattei detei mines the quantity of any othei com- 
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modity, which it, and all its lepiesentatives, down to the papei 
note, will purchase 

Having thus traced the oiiginal and simple exchange of 
commodities, by duectbaitei, through every step, down to the 
present mode of buying and selling by the means of notes and 
money, oi com, we would now especially claim the whole at- 
tention of oui leadeis while we pioceed to show the leal dis- 
tinction which exists between capital and money , and, under 
the teim money, we ivill include, accoiding to the populai ac- 
ceptation of the woid, bankei’s notes, payable on demand, 
which, with the com, constitute the mculahon of the countiy. 
On this subject there is the greatest confusion in the public 
mind, without removing which it will be an utterly hopeless 
task to explain satisfactorily the singular phenomena which 
die presented in the money maiket at this moment, and winch 
aie likely to become still moie lemaikablc as events become 
developed which atpiesent are unceitain to happen. 

The confusion which exists between money, cui 1 ency, mid 
ciiculation, which, for oui piesent puiposc, we shall tonsidei 
as synonymous and conveitible tei ms, and capital, has icfeience 
only to floating capital, which is continually cnculating and 
le-pioducmg itself. Wlien people invest then capital in an 
undertaking, they see only die money hy which the tiansfei is 
made of it from one to another, and because they see no 
diminution in the quantity of money, but see it only trans- 
feired fiom one hand to anothei, diey contend that, os long 
as the capital is mvested in the countiy, it makes no difference 
in Its charactei oi aggiegate efficiency foi futuie opeiations 

The floating capital of the countiy, we have alieady seen, 
consists of all those commodities of every day use, wffiich have 
been accumulated by production exceeding consumption, and 
the employnnent of which m new acts of pioduction, i etui ns to 
the ownei the whole amount with his profit, fiom the income 
of the country , while money, is only a small poi tion of one 
paitieulai commodity, which has been fixed upon as a 
standai d of value, z,aA. as a medium of circulation, foi the pui pose 
of facilitating the exchange of all these commodities constitut- 
M 3 
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mg capital. The possession of capital is meiely the command 
over commodities of vaiious kinds These commodities consti- 
tute the basis of all credit, whethei made in money oi in goods , 
they constitute the basis of all bank deposits, of government 
levenue, and of all debts due by one person to anolhei , and 
money is meiely an mstiument used to pass the command of 
these commodities from one to another. If money had never 
been mtioduced at all, the pi esent complex relations of cieditoi 
and debtor, of bank deposits and bank ci edits — and even of 
bank notes, and of government levenue, might have subsisted 
in reality, the same as now, commodities themselves bemg used 
m all the changes of pi opcity, instead of bemg lepiesented 
simply by money. The payment of wages of all kinds is leally 
giving so much of the vaiious commodities which constitute 
the labouieis’ consumption. If paid m money, the labourer 
simply thereby obtains a command over so much of the vaiious 
commodities which he requiies foi his consumption, but if 
the medium of money had nevei been introduced, he must 
have been paid m the commodities' themselves. Suppose the 
system of money had never been mtioduced, and a faimei 
took a faim and bon owed the capital to conduct it He 
would, in this case, bonow the commodities of vaiious kinds 
requisite to suppoit the labouieis and cattle that he employed 
hefoie his ciop was leady foi consumption , when his pioduce 
should replace the capital oi commodities advanced duiing 
the year to the labouiei, with an additional quantity to pay 
the 01 igmal ownei of those commodities for then use (the m- 
teiest of money), and afmtliei quantity as the piofit of the 
fanner. Wliat would be thus accomplished in a veiy awk- 
ward and inconvenient foim, is m leahty what is now accom- 
plished by the intei position ol money Even banking, m a 
rude way, might exist without money Suppose the system 
of dll ect baiter had been persevered in Capital would have 
accumulated m the same way that it has Theie would have 
been a class of capitalists, whose capital would consist of the 
commodities themselves, instead of, as at pi esent, a nieie com- 
mand ovei them , and these capitalists would be ready to lend 
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out their commodities at interest, as now they aie then monej 
The boi lowers would obtain thie commodities themselves in 
place of money, which now gives him a command ovei them 
as he requires them Now, it is easy to conceive, m such a 
state of society, that, in older to facilitate such loans of com- 
modities between the lendei and boriower, an inteimediate 
party, oi banker, should have existed, who had a set of cus- 
tomeis who weie lenders, and another set who weie borioweis , 
that the lendei s would deposit their goods with this inteime- 
diate agent oi banker, receiving a receipt entitling them to a 
letuin of a similar quantity, either on demand oi at a given 
date, and with so much moie m addition for the use in the 
meantime , while this agent or bankei would let them out 
again to a class of borrowers, to be lepaid within a given 
time, with so much moie in addition foi then use as would 
constitute his profit foi the expense and tiouble The greatei 
facility and safety which a person thus engaged, wholly as an 
agent between lendeis.and boiioweis, would have m accom- 
modating both paities at all times, and the certainty that the 
boirowei would repose in the supeuoi wealth oi credit of the 
agent to lecovei back his coimnodity when he required it, 
compaied with what he would feel m lending it to the peison 
who lequiied the loan for his own use, as well as the difficulty 
of occasional lenders judging of the safety of lending to occa- 
sional boi lowers, would always afford such a profit between 
the lates at which such an agent or banker could boiiow, and 
at which he could lend, as would constitute his pioht. It is 
quite easy to suppose that such transactions might take place 
with wheat oi other commodities, but theie would certainly 
be an infinite amount of difficulty m deteiimning the exact 
qualities of each article boi lowed and to be repaid. The 
agent oi bankei dealing in such commodities, would always 
be obliged to keep a certain quantity of each aiticle on hand, 
to answer the demands of his lenders or depositors. Now, this 
is just what in leahty does take place with bankers at this pre- 
sent moment, only with the diffeience that the tiansfei of 
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these commodities is simplified and facilitated by all being le- 
duced to a pi ice in i elation to the adopted standaid of value, 
and by this means all the difficulty of diveisity of qualities, 
and the inconvenience of moving commodities m bulk, oi nii- 
meious subdivisions, to suit pai'ticulai boiioweis, aie avoided. 

Suppose A , a capitalist, possesses commodities to the value of 
10,OOOZ., which he wishes to lend upon inteiest He sells 
them, and leceives money, which he immediately pays to his 
baukei, in oidei that he may leceive interest The lepiesen- 
tative of the commodities thus passes into the bankei’s hands, 
at a definite sum The bankei lends the whole oi a poi tion 
of this money to C., who only boiiows it because he has to 
pui chase oi pay for othei commodities; but C does not boi- 
low the money a day befoie he lequiies it, because he pays 
inteiest for the loan. Nor does C. boiiow this sum without 
giving the bankei some secuiity He discounts bills of ex- 
change, which ai e themselves repi eaentatives of othei commo- 
dities sold, on a ciedit With the money which C boiiows 
fi om the bankers, he pays D foi the goods, foi the pm pose 
of which he borrowed the money, and D., with the same 
money, immediately dischaiges a debt to a sunilai amount, 
due by him foi goods pui chased, oi peihaps pays it back to 
die bankei s foi a bill falling due. Now, though these ti ans- 
ae tioiis aie peifoimed on the nieie personal ciedit of the pai- 
ties connected with them, yet the whole basis on which they 
aie built, and tvithout which they could not be sound, is the 
vavious commodities which they repiesent A bill is good, 
and is certain to be paid, because it is supposed to lepiescn't 
goods delivered to the acceptoi , which goods, not being con- 
sumed, but used foi the puiposcs of repioduction, wall be re- 
paid out of the cuirent income of the community who pui- 
chase them from the dealeis for consumption The cinient 
income of the countiy is thus pledged in leality foi the icpay- 
ment of loans made on hills of exchange, lepiesenting commo- 
dities sold to the acceptor, and it is the cei tamty of being 
thus piovided foi from cmient income in the usual couise of 
business, that bills of exchange constitute a soundei banking 
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seem ity, though leally only dependant on peisonal ciedit, than 
landed pioperty, ladway shaies, oi any otliet object of fixed 
capital, the interest of which is only paid out of income A 
loan based upon the secuiity of commodities, which aie cn- 
tiiely replaced from the income of the countiy, piesenls a cei- 
taiiity of repajnment at a stated time, that a loan based upon 
fi’ied pi operty does not. The foimei is the best tempoiaiy 
investment, although contingent only on peisonal secuiity, the 
latter would lie the best secuiity for a lengthened and peima- 
nent loan. The foimer is a fitting security foi a banker who 
wants temporary employment foi Ins deposits, and the lattei 
IS the most fitting secuiity foi the moitgagee who wants a 
pel inanent investment for his capital. The foimei secuiities 
lepieseiit floating capital, while investment in the lattei con- 
veits floating into fixed capital, and is, thciefoie, wholly un- 
suitable foi bankeis 

Wlieii a bankei leceives deposits, he m leality leceives a 
cei tain command ovei conunodities, and when he discounts 
bills, he fiunishes his customeis with a command oiei com- 
modities, and although, in both cases, the deposit and the 
loan aie defined by lefcience to the standaid of value, and ex- 
piessed in money, yet money may, oi may not, be used in oi- 
dei to efiect the vaiious transfers of the goods so lepiesented 
A deposit may be made in cheques; advances to a customer, 
by a banker, may be meiely placed to his ciedit, and his 
cheques diawn against them, and commodities, oi capital, 
tiansfeiied fiom one to anodiei, without the mteiposition of 
money at all 

So that, m fact, capital is constituted of commodities w’hich 
are tiansfeiied fiom hand to hand, and bankmg is the main 
medium by which those tiaiisfers are made , while money is 
the meie instiument foi elFectuig the tiansfei of those commo- 
chties m ceitain cases, but beais a veiy small piopoition to 
the whole value of the commodities which it is employed to 
tiansfei, by means of its repeated use Thus, for example, by 
Paihamentaiy evidence, die deposits on the Scotch banks, all 
of which can be demanded at tlieivill of tlie depositois, amount 
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to upwaids of tlmty millwns, and this sum is constantly float- 
ing upon the fundamental secuiity of commodities of vaiious 
kmds, thiough the medium of piivate credit, but it only re- 
quites about three millions of money, oi cii dilation, to peiform 
all the functions of tiansfeiiing this thiity millions of capital 
constantly floatmg, and lepiesented by the giowing crops m 
the fields, the law mateiials in the piogiess of manufactuie, 
the goods 111 the warehouses and shops of dealeis, die foreign 
pioduce in the docks, and the manufactuies of the country 
consigned to foieign countiies, — the thvty millions of deposits 
in the hands of the bankeis of Scotland, besides then own 
laige capitals, leavmg only a sufficient leserve at then imme- 
diate call to secuie the oidinaiy demands upon them, being 
advanced upon bills diawn against all these classes of commo- 
dities, which must ultimately be lepaid out of the mcome of 
the community as they aie consumed, is leally and tiuly le- 
piesented by these vaiioiis commodities, although thiough the 
medium of piivate ciedit only, but all being i educed to de- 
fined value in lefeience to the standard Thus thirty millions 
of floating capital, deposited with the Scotch banks, and m 
addition thereto the capital of the banks themselves, is all 
managed, in its constant and daily tiansfeis and changes, by 
about three millions of ciiculatioii, oi money And in Eng- 
land, wheie the system of banking is moie peifect than in 
Scotland, in the paiticiilai lespect of affoidiiig greater econ- 
omy of ciuiency in the peifoimance of the same amount of 
business, m consequence of the geneial use of cheques, tlie 
piopoition which the Jloatiny capital beais to the mere money 
and notes m circulation must be even much gieatei than m 
Scotland 

It IS, theiefoie, cleai, that when we speak of capital, we 
leally mean the vaiious commodities which constitute the stock 
in trade of the country, and that when floating capital is con- 
verted into fixed capital, by buildmg a house oi constiucting 
a railway, we actually consume such portion of those commo- 
dities without lepioducing them — whde the meie money, 
com, 01 notes, used to pass those commodities fiom one hand 



THE CRISIS OF 1847. 


145 


to anothei as a simple instiument of exchange, lemain un- 
changed in then amount, by merely passing fiom one hand 
to anotliei In another article we will proceed to consider a 
pi actical dlustration of the pi mciples we have now endeavour ed 
to explam, and of the modus opoiandi by which the i eduction 
of the floating capital in the constiuction of railways to an ex- 
tiavagant extent, while it adds, to a coi responding degiee, to 
the fixed capital of the countiy, is certam to raise the rate of 
interest, to affect the foreign exchanges, and to deiange die 
monetoiial aifaus of the country 

Theie is also a point of much importance aiising out of 
these general principles, winch we will discuss sepaiately, — 
we mean, the effect which the obligation on all par ties to pay 
these liabilities in the standaid com of die realm, has upon 
the functions and value of bullion different from the other 
general commodities 
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COMMERCE AND FINANCE OUB PRESENT STATE AND FUTURE 

PROSPECTS. 


Extent of Railway Imestments and Liabilities — Effects of Railways on the Capital 
of the Country — The Distinction between Floating and Fixed Capital — 
Causes which have led to the present Crisis — Qieat increase of Imports 
caused by Railway Expenditiue — Effect of Railways in Economising Capi- 
tal — Oin Present Position and Futuie Piospects — AptU 10, 1847 

On the 4th October, 1845, when tlie lailway mama was at its 
height, we devoted eight columns of the Economist Xo a calm dis- 
cussion of the circumstances attendant upon those speculations, 
and the effects which they weie likely to pioduce upon the 
inteiests of the countiy, by so lapid and so extensive a con- 
version aijioatmg into fixed capital. In tliat ai tide we showed, 
that up to the end of 1844, tire extent of lailways completed 
in. the whole woild was 8,660 miles, of which 2,069 miles 
weie in Gieat Biitain, 3,688 miles in Ameiica, and the le- 
maindei in the diffeient continental countiies Tlie whole 
cost of those lailways had been 113,589,160/, of which those 
in Great Biitain lepiesented 64,238,600/, tliose m Ameiica, 
17,702,400/., and the lemaindei was made up of smallei sums, 
expended by the Euiopean countiies Of the 64,288,600/ 
expended in Gieat Biitam, the sum of about 60,000,000/. had 
been invested duiing the pieceding twelve yeais, in construct- 
ing the chief lines completed up to that time, so that die ex- 
tent of capital which, during that peiiod, had been appiopii- 
ated to railway undeitakmgs, had been at the late of five mil- 
lions a-year We fmthei showed, that at that time there were 
rad ways undei constiuction, oi authoiised by law, to the ex- 
tent of 13,924 miles, of which 8,543 miles weie in Gieat Bii- 
taiii, 2,410 m Fiance, 2,347 in Geimany, and 5,624 in Aniei- 
ca, lepiesenting a capital amounting m all to 164,269,000/. 
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Of this amount 74,407,0007 lepiesented the lines to be made 
in Gieat Butain, undei the acts gianted m 1844 and in 1845, 
leaving neaily 90,000,0007 to be expended by other comitiies 
The expenditure to which we were at that moment committed 
exceeded, theiefore, the amount which we had been able, with 
the greatest straining and difficulty, to devote to railways 
duiing the piecedmg twelve yeais. But this was altogethei 
independent of the immense flood of new undei takings pro- 
posed m 1845, and sanctioned by Parliament in 1846, winch 
finally amounted to 110,000,0007. 

In the article to which we have lefeued, we had in view 
the combating of what appealed to us two distinct and veiy 
dangerous fallacies, undei which the bulk of men disguised 
from their minds the hazaidous caieer into which tlie countiy 
had plunged The &st of these was the extent to which the 
savings of the countiy could be appiopiiated to any one ob- 
ject We showed, by the most satisfactoiy piocess of which 
the pioblem was capable, that the annual accumulation of 
piopeity could not be leckoned at less than 65,000,0007 , 
but, at the same time, we endeavoined to show the ex ti erne 
absuidity of sujiposing, as was then commonly done, that, un- 
dei any cucumstances, any veiy unusual pioportion of such 
accumulations could be diveited into the foimation of lail- 
ways. On the contrary, we endeavom'ed to show that any 
attempt to make railways to an extiaoidinaiy extent must ra- 
thet have the tendency of leading to the ahsoiption of capital 
m other w'ays moie lapidly than usual, by stimulatmg the de- 
mand foi all commodities of geneial consumption The cx- 
pendituie of so laige a sum in a paiticulai way, could not fail 
to stimulate consumption to an unusual extent Moie com- 
modities must be supplied — moie must be impoited and inaiiu- 
factuied — moie ships and moie factoiies would be leqmied 
to effect those objecte, — and moie dwellings, and m new lo- 
calities, would be necessary foi the accommodation of those 
whose means were thus added to by an extraoidinaiy expen- 
dituie, and, moreovei, moie non-woiks must be elected — 
more means used to supply timbei — all involving an investment 
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of fixed capital to facilitate mcieased pioduction. So that it 
was then obvious to us, that so fai fioin the extiaoidinaiy ex- 
tent of 1 ail ways being lendeied piacticable of const! uction, 
simply by applying the chief poition of the annual accumula- 
tions theietOj the tempoiary stimulus which they would ftn- 
msh would piomote an absorption of capital in other ways to 
an unusual extent. Undei an unusual demand, all articles 
weie likely to rise in piice, and an mcieasmg price is a cei- 
tam means of inducing to new eflPoits to increase the supply, 
Noi did wc then, in om calculations, oveilook the poweiful 
influence which the ladways aheady finished weie likely to 
exert in economising and lendeimg more efficient the existing 
capital of tlie count] y, and, to some extent, libeiating a con- 
sideiable amount fi’om other puiposes to which it had hitheito 
been applied. On this point we tlien dealt at gieat lengtli 
It was, theiefoie, veiy obvious to us at that time, that the 
extent of works to which the countiy was then committed — to 
say notlimg of the enoimous amount of new undertakings 
pioposed — could only be accomplished by converting a laige 
portion of the floating capital of the country, necessaiy to 
caiiy on the usual tiade and lepioduction of food and othei 
commodities of oidinary use, into jixed capital. But it was 
equally obvious to us, that the fiist effect of this pi ocess would 
be to lender capital scaice, and mpiopoition to raise the rate of 
inteiest, and that the next effect would be, by lendeiing com- 
modities of common consumption scarce, to mciease their de- 
mand, and to affoid, thus, a stionger inducement to continue 
capital in its existing channel, than to divert it into a new 
one The fiist operation, it was plain, would be to withdiaw 
capital flora othei souices, and so materially to mciease the 
late of interest, until those Othei souices held out a stiongei 
inducement than i ail ways oi the railway compames could 
offer The next opeiauon would be a struggle between vaii- 
ous inteiests for the use of capital, and the last and inevitable 
result of that struggle, it was plain, would be, tliat a gieat ma- 
jority of the railway schemes must be abandoned oi indefin- 
itely postponed. 
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The next fallacy which we then attempted to combat was, 
— that most supeificial and transpaient one — though almost 
univei sally indulged in, down to the present moment, even hy 
a gieat bulk of the piactical men of busmess and bankeis m 
the counti^ — viz — That it made little mattei how much 
money was expended in railways as long as it was expended 
in the count) y , because, as it was contended, it was at most a 
meie tiansfei of money fiom one class of men to anothci ; 
and, theiefoie, though one class might be piessed and incon- 
venienced in paying up their “ calls,” yet, that as the money 
went into the hands of otheis, so, as legaids the nation at 
laige, It could make no diflfeience. Laige amounts might be 
collected, it was contended, by diiectois fiom the public foi 
“calls,” but as they weie again distiibuted among labouiers 
foi wages, fiom whom they went to the giocer, the butchei, 
the baker, and so on, and fiom these to then bankeis, oi to the 
non-mastei, oi to the timbei-mei chant, and fiom them to then 
bankeis, the whole tiansaction, to whatevci amount it was Gai- 
ned on, was, aftei all, a meie tiansfei from one class of bank- 
eis to anothei, oi peihaps only fiom one class of accounts with 
the same bankei to anothei class. 

Theie has been no fallacy entei tamed duiing the last two 
years, which has led to consequences so dangeious as this. 
And It was especially foi the pui-pose of explaining and len- 
deiing deal this fallacy in connexion witli otlieis aiising out 
of It, in ordei to lendei intelligible the present position of the 
money maiket and its piospects, that we published oui 
ai tides on the 23id of January, and the 6th and 13th of Feb- 
ruary, in which we attempted populaily to solve tliese thiee 
questions — Fust — What is Capital'^ Secondly — What is the 
diflPeience between floating a-aA.fin.ed Capital"^ And Thud — 
What IS the diffeience betn'een Capital and Cwiency, oi 
Money 

It IS absolutely essential to a cleai undei standing of the 
effects which oui lailwayimdei takings have pioduced, and aie 
still likely to produce, upon the capital of the country — and the 
same reasoning will apply to any othei cause that affects the 
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supply and value of capital, whethei it be defective liai vests 
or any odiei cause — that we should beat ui mind the defini- 
tions of capital, and the distinctions he.tweeT\. floating 3,uA.jixed 
capital, and between capital and currency, oi money contained 
in those ai tides We have seen that all capitaT consists of 
accumulated labour, lepiesented by commodities — but floating 
capital consists of those commodities, oi the command ovei 
them, which aie used in the annual pioduction of such com- 
modities as aie leqimed foi the consumption of the countiy, 
and which aie leplaced by such annual pioduction (togethei 
with a profit to the ownei), leady to perfoim a similai 
office for the following year, — that fixed capital consists of 
impiovements of the soil, machineiy, buildmgs, loads, lail- 
ways, ships, and all otliei objects of investment which facili- 
tate and lendei pioduction more easy, but which aie not re- 
pioduced to the ownei, but who leceives an annual income, 
in the shape of inteiest oi dividends, for then use. The 
floating capital of tlie countiy is leplaced entire to the ownei s 
along widi then piofits, fiom the expenditure of the annual 
income of the country. The intm est only of the fixed capital 
of the countiy is leturned to the owneis, fiom the expenditure 
of die annual income of the comitiy. The entiie cost of 
manufactuiing cloth, consisting of the wmol, the food of vaii- 
ous desciiptions, the clothing and the house accommodation, 
the inteiest of the machineiy employed, and all othei chaiges, 
together with the manufactuiei’s profit, is letuiiied entire 
fiom the income of the count!}', and is ready to repeat the 
same operation. The entiie cost of glowing wheat, including 
wages, lents, and the faimei’s profit, is letuined to die giowei 
fiom the income of the countiy The entne cost of producing 
sugai, tea, andall odiei similar imported articles, is replaced fiom 
the mcomeofthe countiy, thus, in all cases of floating capital, 
leplacmg the means foi a continuance of a similai supply of 
such commodities, and, of course, foi die continued employ- 
ment of laboui While, on the odiei hand, investments m 
houses, inachmeiy, railways, &c, aie not leplaced fiom the 
income of the countiy, but only an animal dividend is paid 
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foi the use of them, and the funds onee invested in the em- 
ployment of laboui*, necessaiy to constiuct a lailway, &c., 
except so fai as the annual income derived fiom them is con- 
cerned, are lost foi the pin pose of employing labour in futuie. 
It IS true, howevei, that, so far as such fixed investments of 
capital are foi the pui poses of facilitating pioduction by 
oheapei processes, as machmeiy, oi by quicker and moie eco- 
nomical tiansport, as by lailyays, they induectly lead to the 
employment of moie laboui, by the moie extensive consump- 
tion of the cheapei products. And, lastly, we have seen m 
the ai tides lefeired to, that while capital thus consists of 
commodities, money or currency consists only of the mstrmnent 
by which, for the sake of convemence, those commodities are 
exchanged or passed fiom hand to hand, and that the precious 
metals — as the determined standard of value — aie used only 
as such an mstiument, or die commodity into which any 
other mstrmnent, such as notes, so used, shall be convertible 
as a test of their true value. It is, theiefore, quite clear that 
the gieat and essential object, in all the questions which have 
reference to the investment of capital, and to what is popu- 
larly termed “ tlie money maihet” aie most intimately con- 
nected widi the distribution of commodities which lepresent 
capital, and the due apportionment of the use of such capital 
to floating or fixed employment 

CAUSES WHICH HAVE LED TO THE PRESENT CRISIS. 

With these piehminary lemarks, we will now proceed to 
consider the causes which have led to the present state of the 
money market," and the effect which those causes aie likely 
to produce in futuie. Since the 4th of Octobei, 1845, when 
we published oui views, at gieat length, as to the effect of the 
enormous ladway expenditure which the schemes tlien pro- 
posed contemplated, we have fiequendy referied to the sub- 
ject, and have traced their effect, firom week to week, upon the 
state of the money market. For twelve years prior to 1845, 
we had, with much difficulty, been able to expend at the late 

N 
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of five millions a yeai, fiom the annual accumulations of the 
country, foi the puipose of constructing railways. At the 
moment when we wrote m 1846, there had been passed m the 
two previous sessions, acts for the puipose of constructing 
railways to the extent of 75,000,b00i!. — the greatest part of 
which were then to be commenced. But besides this existing 
liability, the country was about to apply to Parliament foi 
poweis to construct all the new railways pioposed m the ses- 
sions of 1846, which ultimately amounted to 110,000,000/. 
Up to this moment, it may be said that the only piessuie 
upon the capital of the country has been to construct the 
schemes passed m 1844 and 1846 — few of those of 1846 be- 
ing yet begun, and, those that are, but little advanced. This 
postponement has, theiefoie, up to this period, mitigated the 
effects which arnore rapid progress would infallibly have pio- 
duced. On the other hand, however, other events, to which 
we will hereafter refer, have occurred to aggravate the incon- 
venience 

Let us now consider the exact operation of this enormously 
mci eased expenditure — of this lapid conveision o? floating 
voXq fixed capital When we talk of expending 75,000,000/. 
m making railways, we really mean that we will apply out of 
oui usual stock of food and other commodities, such as timber, 
non, &c., which in then turn can only be piocuied to a 
greater extent, by an mci eased consumption of food in the 
labour so employed, to that amount ovei and above our usual 
somces of consumption. If we thus expend only a sum equal 
to the savmgs of the country, or consume commodities pro- 
duced, over and above those which aie required to replace the 
full amount of the floating capital required for the future re- 
production of such commodities, then no inconvenience will 
arise fi:om such investments But if, on the other hand, we 
apply the capital of the country — or, m other words, the com- 
modities which we possess, to a greater extent than can thus 
be spared, to the construction of works which do not repro- 
duce such necessary commodities, or other commodities m 
exchange for which they can be procured, then it is plain that 
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we must abstract from the capital of the coimtiy lequned foi 
the diiect production of those commodities, consumed at 
home, 01 exchanged foi foieign commodities imported foi 
consumption. 

For example • — Suppose such an unusual expenditure to 
take place m the constiuction of a railway. Suppose twenty- 
five millions laised by the directoie by “calls,” The shaie- 
holdeis fiom then various souices transfer to the directors the 
command over so many commodities ; and a new consump- 
tion to this extent is called suddenly into existence. Tire de- 
mand foi labour is inci eased, wages use m all branches con- 
nected with the opeiation in question, and a greatly increased 
consumption begms The chief articles of which such in- 
ciease in consumption takes place, aie those of food. But 
while this increase of consumption takes place, theie is lathei 
a tendency foi pioduction to dmnnish, in consequence of the 
higher wages, and, m some places, the witlidiawal of laboui 
fiom field industiy to railways. The consequence is, that, 
with such inci eased consumption, and the highei price which 
ensues, laige importations aie promoted, and make up the 
quantity requiied for such increased consumption , but foi 
these importations theie are no commodities called into exist- 
ence to be exported in payment of them. On the contrary, 
at such a moment, in place of an increase of exports corres- 
ponding with the food imported, the tendency which all com- 
modities have to rise in puce in the home market, has rathei 
the effect of cheekmg and lessenmg the amount of our ex- 
ports, when theyiequiie most to be mcieased. With respect, 
then, to articles of home produce, two distinct effects take 
place; first, a large portion of those commodities which were 
destmed to support the labour employed in reproducing such 
commodities, is withdrawn to sustain laboui m making rail- 
ways , the effect of which is to laise the price upon the general 
consumers, to absoib thereby a much laigei portion than 
usual of the whole income of the country, and thus to contract 
the demand for other ai tides of less pressmg necessity; and 
thus ultimately an undue poi tion of the labour and commodi- 
n2 



154 


ARTICLE Xni. 


ties of the countiy being employed in such a way, has a ten- 
dency to injuie odiei classes of pioduceis ; and secondly, this 
increased demand gives rise to an mci eased importation with- 
out ci eating any ai tide which can be expoited in payment 
theieof. Theie can be no doubt that, mdependent of the bad 
haivest of last year, a veiy laige impoit of food has been pio- 
moted to meet the increased demand foi various ai tides, 
cieatedby om railway operations. In this way theie has been 
a constant tendency foi oui impoits to exceed oiii expoits, 
for though there can be no doubt, if that demand foi foreign 
produce weie to continue and be peimanent, a coi respond- 
ing demand foi oui productions, eithei diiect oi indnect, 
would aiise to meet such imports, yet such an operation is a 
question of time. 

But there is anothei and moie palpable way m which such 
an expendituie is calculated to promote inipoits, without pio- 
viding expoits to a coiiesponding extent. A laige poition of 
the commodities consumed m tlie constiuction of railways aie 
those of foreign pioduction, such as sugai, coffee, tea, spiiits, 
the law mateiial of dodiing, &c. &c Undei ordinary cir- 
cumstances, these ai tides aie consumed only to such an extent 
as the demand foi oui manufactuies places diem withm the 
reach of the consumeis, and as fai as the income of the 
countiy IS enabled to pay foi them Sugar, tea, and coffee, 
consumed by the cotton oi the woollen operative, aie paid for 
by the export of those ai tides, in the pioduction of which 
they aie consumed, and thus induecdy reproduce themselves. 
But, with lespect to the enormous consumption which is 
created by rad ways, a double effect is produced, by which our 
imports have a tendency to exceed om expoits Fust, the 
increased demand foi such ai tides mci eases their pi ice to all 
classes of the commumty, and, secondly, it increases the 
quantity impoited to supply the new demand. But, while 
such effects take place, no commodity is created which can 
be expoited m pa5unent for them. The notion, therefore, 
that the constiuction of railways, while earned on at home, is 
ameie transfei of capital fiom one class of men to another 
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class, is a gieat eiroi. Il is tiue, as fai as legaids the meie 
money which is used to pay “calls” — and, aftei that, to pay 
foi wages, mateiials, &c., it may be so , — but the money is 
the meie instrument by which a command ovei the commo- 
dities of vaiious kinds is obtained foi the object m question, 
Calls” aie paid to diiectois, diiectois distiibute the money 
in wages, and foi mateiials, which aie again chiefly composed of 
wages, the laboureis expend then wages in food, in sugai, tea, 
coffee, spiiits, and clothes, and the money passes into the hands 
of the various tiadesmen widi whom they deal, who tiansmit it 
to London m payment of corn, piovisions, sugar, tea, and other 
articles impoited fiom abroad No commodity has been, in 
the meantime, produced, which can be expoited to meet these 
mcieased impoits, and they must, theiefoie, be paid foi ulti- 
mately by the tiansmission of bullion. So that, as fai as le- 
gards the effect upon capital, the inalung of railways at home 
has a tendency as unquestionably to render it scarce and deal 
as if It were employed m the construction of i ail ways abroad. 
By keeping the mind constantly fixed upon the commodities 
which aie consumed in any undei taking — which, in reality, 
repiesent the capital — and not on the money, oi the mere in- 
strument by which these commodities are passed from one to 
another, we shall most easily get rid of die fallacy which, 
durmg the last two years, has deceived so many mto a belief 
that no inconvenience would arise out of the railways con- 
structed at home The truth is, that every shilling used for 
the construction of railways, whedier at home or abroad, be- 
yond the capital derived from the actual current savmgs of the 
country, is so much abstracted flora the fund at present appli- 
cable to other objects. If a man withdiaws money from his 
bankei to pay his “ calls,” the hanker is left with less capital 
to employ foi the usual pui poses of business; or if a man sells 
consols, or any other security, to pay his “ calls,” some one 
else must take his place with other capital, withdrawn from 
some other use. As a rule, no capital is idle oi unemployed 
If not absolutely invested, it is m the hands of a bankei oi a 
bill bioker, who, on their part, employ it to facilitate business 

N 3 
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jnsorae wey or othei. Si? tliat, fiom whatever soiuce “calls” 
aie paid, they have a direct tendency to lessen the amount of 
capital in some channel oi other. And these “ calls,” let it 
never be foigot, although they may for a time lemam as de- 
posits with the banker of the company, at e all ultimately ex- 
pended in food and piovisions of vaiions kinds, without either 
reproduemg those commodities, oi anything that wdl exchange 
for them. They may ultimately become veiy profitable un- 
dei takings, and yield a high dividend for the capital invested ; 
but they, nevertheless, constitute an abstiaction fiom the 
floating capital of the countiy, and an addition to the fixed 
capital, and this cannot possibly be accomplished to an extent 
gieatei than the annual savings of die country without pi o- 
duemgthe most seiious derangement in all the oidinaiy chan- 
nels of lepioductive industry. We must never lose sight of 
the fact, tliat it is essential to the continued employment of 
laboui, as well as to the reproduction of all the articles of 
oidmaiy consiunption, that the floating capital shall not be le- 
duced below the amount necessaiy to leproduce all the com- 
modities reqmred for ordmaiy use. 

With these views, when it is considered that the railway 
schemes of 1844 and 1845 amounted to no less than 

75.000. 0007, and those of 1846 to 110,000,0007, it may be 
a mattei of surpiise that a gi eater inconvemence has not al- 
leady arisen fiom this sotuce. In the fiist place, however, a 
very laige poition of the undei takings included m the 

75.000. 0007., are not yet completed, whde tiiose embraced in 
the 110,000,0007. aie only just commencing; and when to 
these consideiations we add the fact, that theie aie schemes 
before Paihament in the pi esent Session to thefuither amount 
of neaily 40,000,0007,, it is obvious that, up to this time, we 
have leally experienced but a very small amount of the pics- 
sme to which such an extent of undertakings, to which the 
coiinti y IS committed, must expose us. Thei e has been, moi e- 
ovei, a cause in operation dining (he last six years, which has 
tended mateiially to mitigate the piessuie which would other- 
wise have been felt. Wc allude to tlie great economy of 
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capital effected by the lailways alieady finished and in opera- 
tion, which took the country neaily twenty yeais to complete 
To this element, as calculated to postpone the piessuie, we 
fully alluded m om article on the 4th of October, 1845, and 
we have nevei since lost sight of it. The following lettei, re- 
cently leceived, expresses the advantages thus obtained, in a 
deal and popular way. — 

To the Edttor qf the “ Economist ” 

“ Sib,— I am a constant reader of your Journal, and generally agiee with you , 
but I do not fully participate in the alarm yon feel at the rapid conversion of 
floating into fixed capital, by the construction of railroads I thmk causes have 
been, and are at work, lapidly to economise the amount of floating capital neces- 
sary for the tiading transactions of the country, and that a considerable propor- 
tion of it has become apphcable to fixed investments, without loss oi inconvemence 

“ Have you ever considered how great an amount of floatmg capital is, and will 
be, economised by the facihties of mter-commumcation by railroads and steam 
vessels ’ I know large districts, the valuable manufacturing products of which 
now leaoh London, Liveipool, and other pomts, where consumption takes place 
in nearly as few hours as they foimerly required weeks, m waggons, saihng 
vessels, and canal boats Consider the eiioimous amount of capital economised 
in tlus way, on goods in transit, as well as on stocks, from the certainty and 
celerity of loplenishmcut , also, the laige saving of floatmg capital made hy 
bankers, merchants, and tiaders, hy the shortemng of the tune occupied m the 
transmission of the post 

“ Under the railway system, less money and less goods suffice to transact the 
same amount of business What proportion of the floating capital of the countiy 
will he thus economised, can hardly be ascertamed , but I firmly beheve that, 
under theiailway system, aided by steam vessels, one-tliird of it will he hberated 
and ha apphcable to fixed investments 

“ Agam, I see an mstance recorded (and there must be many such), of an m- 
land city, wheie the cost of coal was reduced ten sUUluigs a ton by the opening 
of a loilioad The efteot of this was equal to a gift of the whole house rent of 
the city to the inhabitants , and if they applied that amount annually to the con- 
struction of railways, I apprehend the state would be no poorer m floatmg 
capital 

“ It IS true, the saving is not avadahle until a railway is opened, but m some 
part or other of the kingdom, radways are opened monthly , end every railway so 
opened hherates a laige amount of floating capital, which, to that extent at 
least, may he expended in fixed mvestmente, leaving the means to carry on trade 
as great as they weie before 

“ I may exaggerate the lelcasc of working capital m the way I have suggested , 
hut I am convinced on enormous amount must he so economised and it is a set 
off which you have not noticed, but which, I think, you should consider and 
allow foi 



158 


ARTICLE XIII 


“ My judgment may be in error, bu I have no laige laiboad investment to 


“ I am, Sir, your obedient servant, 
Ystalyfeta, 8tb February, 1847 ” 


“J P B 


Now, there is no doubt that the lailways which have been 
brought into opeiation dm mg the last seven years, and espe- 
cially the long ti*unk lines, have tended to lelease an immense 
amount of capital , and tins fact is one of the explanations of 
the favouiable state of the exchanges, and the enoimous accu- 
mulation of bulhon fiiom 1842 down to the middle of 1846. 
By the opening up of lailway communication, a great economy 
of capital took place, and heie we agam see the way in which 
capital and commodities are identical. Wlien the i ailway, for ex- 
ample, between London and Manchester was completed, goods 
were conveyed in 24 hours, which, by canal, took five oi six 
days. Theie was, theiefore, constantly on the way, in tiansit 
between London and Manchestei, a quantity of commodities, 
such as London supplied, equal to six days’ consumption, be- 
sides the necessity which all dealers felt of keeping larger 
stocks, in Older to provide foi the greater iiskof delay. Now, 
when It IS considered that all the chief consuming districts of 
the countiy became connected with the chief ports, by rail- 
ways, withm a few years, it is easy to see how a veiy great 
economy was efiTected m the quantity of goods necessaiy to 
conduct the trade of the country. In the first mstance, there- 
foie, the opening of a railway was equivalent to an immediate 
addition to the general stock of commodities, which were saved 
by the facihty of transport. It had the same effect as if such 
an additional impoi tation had taken place, without any pay- 
ment being required. Between London and Manchestei, for 
example, as soon as the goods went by railway, a quantity 
equivalent to at least three days’ consumption out of tlie five, 
which were always before m transit, was m reality and piacti- 
cally added to the stock of such commodities in the countiy. 
This practical addition to the stocks induced the puces of all 
such commodities, and discoiuaged impoi tation, so that wc 
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did not impoit goods in the same proportion as even the con- 
sumption required foi a consideiable tune Out stocks accu- 
mulated m bond, and thus, while by cheap pioduction, oui 
expoits rapidly inci eased, oui unports did not inciease in the 
same pxopoition, the exchanges became gieatly m our favour, 
and a long and continuous uiflux of bulhon took place fiom 
1842 up to 1844 and 1845. By this lelease of so large a 
quantity of commodmes, oi, in other words, of floating capi- 
tal — the lattei became so abundant and cheap, that m April, 
1844, the late of discount foi fiirst-class papei was If per 
cent , and, even so late as Januaiy, 1845, it was only 2 pei 
cent Duiing the last two yeais, a considerable poition of 
railway works have been peifoimed by means of the capital 
which had been accumulated in the way now desciibed, winch 
had found a tempoiaiy investment in foieign funds and in 
othei foreign ci edits, but which have been giadually icahsed 
duiing the last two yeais. And so much has the capital winch 
had thus become accumulated been absoibed dining the mtei- 
val, that the late of discount foi the same class of papei is from 
4^ to 5 pci cent While, theiefoie, tlieie is no doubt that tjiis 
economy of capital has had a gi eat effect during the last five 
yeais, yet theie is eveiy reason to believe that we have already 
derived the chief advantage fiom this cause which we aic 
likely to do foi some time, for, though there can be no doubt 
that any new poition of a lailway opened piesents, to some ex- 
tent, such an economy, yet theie is not likely to be, foi a long 
period, any gieat extent of new lines opened which can exeit 
a veiy impoitant effect m tins way. 

But wlnle this cause has been opeiatuig, dining die last 
two years paiticulaily, to modify the effects which so rapid a 
conversion floating into Jixed capital, was calcidated to pio- 
duce, theie has been, duimg the last six months paiticulaily, 
another strongly counteracting cause calculated to dimmish 
the floatuig capital stdl moie We allude to the deficient 
haivest, and to the laige mipoitation of food which has been 
requued in consequence. Still beaiing m mind the fact that 
capital and commodities aie synonymous, it will be leadily 
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seen that whatevei loss the country suffeis in consequence of 
a bad haivest is so much abstiacted fiom its floating capital. 
The loss of the capital of the countiy, duiing the year, on this 
account, cannot be estimated much below 20,000,000z, of 
couise, including Iieland; not that that loss has fallen wholly, 
01 even chiefly, upon the farmers, but upon the public, m the 
shape of an enhanced cost which they have paid for then food. 


WHAT IS OUR PRESENT POSITION, AND WHAT ARE OUR FUTURE 
PROSPECTS ? 

But the gieat and essential consideiation for all paities now 
IS — What IS our present position, and what aie oui futuie 
prospects? The state of the foreign exchanges, and the lugh 
intei est now paid foi the use of capital, and the comparatively 
small stocks of all the most impoitant and essential articles of 
law mateiial, and of oidmaiy consumption — aie sufficiently 
indicative of the fact that we have exhausted a laige poition 
of the accumulation of floating capital which pressed so much 
upon the maiket two or thiee yeais ago — in a gieat degiee by 
convei Sion into capital, and in some impoitant degiee, 
by actual consumption of foieign pioduce, to leplace the defi- 
ciency at home We have, theiefoie, httle to fall back upon 
in this way In this position we find ouiselves committed to 
a pubhc expendituie in Iieland of eight millions dm mg the le- 
maindei of the piesent yeai, which must be chiefly expended 
in impoi ting foreign pi ovisions, and which, as fai as legaids 
the floating capital of the countiy, will be absolutely, in the 
meantime, annihilated Any poition of it, includmg the m- 
terest, that wiU ever be repaid, must be abstiacted fiom the 
pioduce of futme yeais, in the meantime, the capital of the 
countiy must be absolutely abiidged to the extent of eight 
millions m a few months foi this object. Then, independent 
of this laige sum, a laige amount will be lequiied to impoit 
food to make up the consumption of othei pai ts of the United 
Kingdom, fiom which so much has alieady been abstiacted foi 
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Ireland, and lost in die deficient potato crop of last yeai . Wc 
have taken a good deal of pains to ascertain the extent of the 
existing stocks of giain in the farmers’ and dealeis’ hands . oiu 
inquiues have extended ovei the east and south-east, the noith 
and the midland counties of England, and to some parts of 
the west — as well as to some of the southern parts of Ireland ; 
and the opinion which we are obliged to foim fiom tliose in- 
quiiies IS, that the stocks of wheat aie miwh below what they 
were at the same time last yeai. A veiy large impoit of pro- 
visions, including gram, must inevitably take place duimg the 
icmamdei of the yeai. The best hope which any can enter- 
tain IS, that sufficient will be obtained to prevent any furtlier 
important advance in puce; but even that is a question winch 
time only can decide. StiU, whethei theie aie large impoita- 
tions to cheapen die price, or whethei the importations aic so 
scanty as to pievent a fuithei impoitant use, it is now mipos- 
sible to escape the absti action of a ftnther extensive diain of 
capital on this score during the next few months. Then, 
again, widi respect to all the leading articles of law materiali, 
cotton, wool, hemp, flax, tallow, and most ai tides of colonial 
and foieign produce, the stocks ai*e much below then usual 
amount, and in no article of any importance aie they larger ; 
and thus, notwithstanding the state of the money maiket, no 
material reduction has taken place m the puce of any article, 
or is lilcely to do so, while of many the puce is much higher 
now than it was when discounts weie 2 pei cent. The reduc- 
tion of the stocks of many articles has been caused, m some 
measuie, by die high rate of freights during the last nine 
months Of wool, for example, the impoi ts m the pi esent 
year, from the 1st of January to the 1st of Apiil, is 18,555 
bags less than m the corresponding period of 1846, being 
32,242 bags this year, against 50,797 bags last year. But of 
some others the falling off in our imports has arisen from a 
failure of the ciop, as m the case of cotton, which has now 
failed foi two years successively Up to the 1st of April, the 
quantity imported in each of the last three years was — 
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Bags 

1845, - 438,624 

1840, 296,160 

1847, , 259,460 

And the stocks aie now reduced to 522,000 bags agamst 
895,000 bags at the same peiiod last yeai If, tlieiefoic, we 
look to oui bonded waiehouses, we find no unusual stock of 
commodities, such as we held at the end of 1825, which could 
be re-expoited in payment of tliose commodities foi which 
theie IS a pressing demand, oi which will enable us to go on 
without oui usual impoits of those ai tides m addition to otheis 
On the contiaiy, we cannot but look to consideiable pressure 
upon oui capital in payment fbi wool, flax, hemp, and tallow, 
winch will be impoited in laige quantities to make up the de- 
ficient stocks as soon as die Russian and Baltic ports are 
opened. Then, again, for the aiticle of cotton alone, we must 
calculate to pay at least jive millions moie than we did last 
year for the same quantity, the price being 50 pei cent, highei , 
foi diough fully that advance has taken place, yet the quantity 
impoited wdl be neaily as laige as that of 1846, the gieat le- 
duction being m lefeience to the impoits of 1845, which left 
so laige a stock on hand at the beginning of 1846, that no 
advance of impoi tance took place until it was evident that the 
supply of 1847 would again be as deficient as that of 1846 — 
one-tluid of the consiunption of that yeai being taken out of 
the stock left on hand at its commencement. 

But against these inci eased impoitations, what piobabil'ity 
is theie of any niateiial mciease of expoits? Of foieign and 
colonial pioduce, oui stocks do not admit of it. Of manufac- 
tuied goods, the high pi ice of the law mateiials will opeiate 
mateiially against such an inciease. But independent of this, 
the depressed state in which, fiom exacdy similar causes, oui 
laigest customers, consistmg of the populous countiies m the 
west of Em ope. Fiance, Geiraany, Holland, Belgiiiiii, Spam, 
and Poituga], as well as the countiies in the south of Em ope 
boideiing on the Mediteiidiican, except Russia, will also ma- 
teiially tend to lessen out exports To the United States, the 
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West Indies, South America, and othei Eastern mailcets, thcic 
will, we think, be some increase, but which will he much 
checked by the high puce of cotton goods. On the whole, 
theiefoie, taking a caieful suivey of all oui maikets, the moat 
favourable view that we can take of our cxpoit tiadc is, that 
the additional demand for some, may compensate for the fall- 
ing off of others, and that the entiie amount of oui exports 
will, in 1847, be equal to those of 1846; we say this is the 
most favourable view we can take of the matter. But, when 
considering these opeiations m i elation to the effect upon cap- 
ital, we must not overlook the fact that, lu the usual course of 
business, this country requires to supply the capital to conduct 
them. For our imports, biUs aie diawn upon us immediately 
on theii shipment, and any increase of such impoits lequues 
therefoie an immediate supply of capital, while a large bulk 
of OUI expoits, and especially to those maikets in which we 
have any light to look for an increase dm mg the present yeai, 
are made on consignment with British capital, and foi which 
returns are not received until a distant period To meet, 
theiefoie, the pressure for capital in the present ycai, we can- 
not look with much hope to this souice 

Thus far aie our commeicial piospects, as connected with 
the money maiket.” We have now to glance at the effects 
of our railway obligations. The undeitakings to which the 
country is actually comnutted at this moment, and which are 
incompleted, cannot, at the lowest estunate, be stated at less 
than 130,000,0007, independent of the schemes now befoie 
Paihament Unquestionably useful and highly beneficial as 
these undertakmgs are when finished, thei e is, as we have 
shown, a limit to the extent to which we can avail ourselves 
of them , as there is a limit to the extent to which any mill- 
owner can inci ease oi improve his machinery, oi a landloid 
di am and impiove his estates. That limit, as legaids rail- 
way undertakings, we held to be fai passed. The “ calls” 
and money boiiowed duimg 1846, expended in lailways, 
cannot be estmiated at less than 24,000,0007 , for the 
piesent yeai, including the emuent month, the “calls” and 
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money hollowed amount at least to 14,000,000/ ; but the 
laiger poition of the lattei sum has yet to be expended, and 
will tend still further to induce to a laige consumption of 
commodities, without aiding m any way m oui means of in- 
creasing our expoits. In the meantime, however, this extia- 
vagant expendituie of the capital has given the appeaiance of 
internal prosperity, by piomotmg an unusual consumption of 
articles of geneial use, and has given to the revenue a eeitain 
appearance of piosperity. Now, after the most careful leflec- 
tion upon these subjects, and having closely Watched then 
effect dm mg the last three yeais, we aie peisuaded that, 
although the piesent monetaiial crisis has been hastened by 
the failuie of die crops of last year, yet that the mam cause 
has been the execution of ladway projects to an extent wholly 
dispiopoitioned to our means. While the consumption, to 
which this unusual expendituie of capital, has given a great 
tempoiaiy activity to mdusti'y and demand for commodities, 
and has called into a dependence upon it, a laige class ol 
labom-ers, there can be no doubt that, in the changed state of 
the “ money market,” it will be impossible to continue these 
projects, and a serious reaction m trade and to the revenue 
must be looked for, when tlus extiaoidinai’y expenditure must 
cease, or, at all events, be mateiially abridged. A good har- 
vest may have some effect m tempeiing the difficulties which 
we at piesent have befoie us, but it is impossible, with such an 
extent of obligations as the country is committed to, and in 
which a huge aggregate amount of capital has already been 
invested, which, if they are abandoned, must be entiiely 
saci diced, that greatly mcreased piessui’e on the “money 
market” can be avoided 

We legiet that it is not m om power to give a more cheer- 
ing prospect for the unmediate future, but it is a state of mat- 
teis which, ever since the 4th of Octobei, 1845, we have luged 
upon om readers as certain to happen, sooner or latei, from 
the 1 ail way undertakings , and it will now be most easily met, 
and Its effects most mitigated, by cleaily undei standing the 
extent of the difficulty 
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With respect to the whole commercial classes, they weie 
never m a sounder state. In ordinaiy trade, there never was 
a period freei fiom speculation than duung the last two yeais, 
the only instances of importance having been cotton and com, 
and m both of which the grcady leduced stocks and small 
amount of pioduction now lender anyseveie losses impossible. 
The diminished stocks of goods of all kinds have reduced the 
obligations of commeice to the lowest ebb; and this has been 
aided by the enormous lailway expendituie which, by the 
gieat consumption of the last yeai, has placed the means of 
immediate payment in the hands of dealeis; and it may be 
safely said, that less cicdit has been taken dining the last two 
yeais, by dealers of aU classes, than at any foimer period. 
But this is only one of the effects of that process which has 
been going foiwaid, of tlie coimtiy spending its capital in- 
stead of only Its income. In this lespect it lesembles the ex- 
tiavagant expenditme of a wai, m the immediate effect it 
pioduces upon hade and the puce of commodities , tliough, 
ofcouise, It is infinitely less piejudicial m its ultimate lesults. 

We apprehend, therefoie, no ciisis m tiadc oi gieat shock 
to Cl edit. The great and immediate loss will fall upon the 
holdeis of railway stock, but especially of those undei takings 
which aie only paitially finished, and which will be unable to 
piocure money to complete them, and diose which aie not yet 
begun, and winch will necessaiily be eithei lelinqmshed 
altogethei or mdefimtely postponed. That the time wdl come 
when all those undei takings, wluch in tliemseives aic good, 
will ultimately be finished, and become piofitable, we have no 
doubt, but in the inteiim the stock must become unsaleable. 

We have gieat confidence in the enormous eneigy which 
this country can display in such peiiods of difficulty as we 
aie mevitably appi caching, m the mci eased facilities and 
economy which such necessities mtioduce into production, 
and of the individual piivations which our coiintiymen will 
suffei, and the efforts they wdl make in oidei to letiieve a 
misfoitune , and it is to these, and these alone, that we now 
look foi a mitigation of pending calamities and a lestoration 
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to a condition of prospeiity Tlieie are some fuithei 
siderations which we shall follow up in futiue papeis. 



ARTICLE XIV 


The Crisis not refeiahle to Undue Speculations m Trade. — ^The Indirect Eftects of 
Railway Expenditure upon Commeiee — Companion between the Ciiais of 
1825 and 1847 — Excess of Speculation m Commodities in 1825 — Sudden 
Inciease of Imports — Great Piuetuations of Prices — The different Charac- 
teristies of the Pressuie of the Present Year — ^pnl 17, 1847 

In our last ai tide, we stated our conviction that, as the im- 
pending financial difficulties, through which the country must 
pass, could not be attiibuted to any undue speculations in 
trade — that as all obligations in i elation to geneial commeicc 
aie 1 educed to the lowest ebb — and that as the stocks of com- 
modities are so low as to admit of but litde immediate oi sud- 
den leduction of puce, undei any cii cumstances, no gieat 
crisis m business, oi shock to ciedit, is to be apprehended, 
notwithstanding the ceitamty that capital must continue to 
use in value, and the late of interest coiiespondmgly to in- 
ciease We showed, by arguments which appealed to have 
been conclusive to die geneiality of our leadeis, that the present 
monetarial difficulties, under which the countiy labouis, and 
■with an aggiavation of which we aie fuithei thieatened, had 
then ougin solely in an extiavagant application of the floating 
capital of the countiy to the construction of i ail ways — al- 
though, no doubt, the piesent difficulties have been hastened 
by the failuie of the haivest of last yeai, — and that the 
souice of oui futuie appieliension is chiefly confined to 
the contuiued exhaustion to which the capital of the 
country must be exposed foi a lengthened period to come, in 
the struggle to fulfil the engagements which these immense 
undei takings have entailed upon the countiy It is quite 
tiue, as has been suggested to us, and, m fact, to which we 
have often refeired, that so far as regards the portion of the ex- 
penclituie of a lailway paid foi the land, it is a mei e ti ansfer of 
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capital from one paity to anothei, piovided the landowners 
le-invest the sums so received, and do not add them to then 
expendituie, which, howevei, theie is too much leason to be- 
lieve IS fiequently the case, fiom the fact that, m the gieat 
majoiity of cases, the amounts are not large. The sums ex- 
pended m leplacing othei buddings, in lieu of those destioyed 
by the i ail way company, form so much absolutely expended 
capital. It IS also tiue, that whatever actual accumulations oi 
savings take place from the profit of those who are employed 
in constiucting the railways, or supplying mateiials foi them, 
may also, in a national account of the capital expended, be 
deducted from the whole sum But the piofits, as well as the 
wages deiived jfrom these undertakings, which form the in- 
comes, and, as such, supply the current expenditure of those 
so engaged, are absolutely abstracted from the geneial fund 
oi floating capital. These two items, therefore, to which some 
of oui coiiespondents lefer, as being subject to deduction 
fiom oui 1 ail way liabilities, though, in the aggiegate, showing 
a considerable sum, yet, m comparison to the entire amount 
of those liabilities, are as little deserving of being taken into 
account, as would the thickness of a man’s shoes in calculating 
the probability of lus being saved in twelve feet of watei 
While, however, we have infer red fiom these undeniable 
consideiations, that the great pressme will be confined to those 
inteiests immediately involved in railway liabilities, and by 
those whose mteiests depend chiefly on the continued pio- 
gress of these works, such as the producers of non, &c. , yet 
It is impossible not to foresee that general tiade will suffer a 
very severe depiession from the cessation of a greatly stimu- 
lated and artificial consumption, foi the supply of which ex- 
tensive arrangements have been made. The great amount of 
employment which has been pi omoted durmg the last two 
yeais, by the expenditure of the capital in place of the income 
of the countiy, has led to a gieatly increased demand, especi- 
ally foi those articles which constitute the chief consumption 
of the working classes This inci eased demand has necessa- 
rily led to the adoption of means and facilities foi supplying 
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It. The impossibility of obtaining money to continue these 
undei takings, eithei as ‘‘calk” or as loans, must end m a 
geneial suspension of the woiks, such as took place in 1839 to 
1842. A suspension of these woiks, which have so mainly 
contributed to the employment of the woiking classes, directly 
and indirectly, during the last six months paiticulaily, while 
business in the manufactuimg distiicts otherwise has been so 
dull, will depiive gieat numbeis, throughout the whole 
countiy, of employment, and which will be followed by a 
consideiable reduction in the demand for all articles of gene- 
lal consumption This lesult will be giadually expeiienced 
duiing the present and the next yeai, and will, we fear, lead 
to a state of general depiession in business, from which theie 
is no probability of averyiapidrecoveiy During that peiiod 
of depiession, all the consequences of such a state of business 
must be expected. With diminished employment and con- 
sumption, we must expect a giadual leduction of puces, oi at 
least of profits, and a mateiial decline in the revenue. While, 
theiefoie, the classes whose opeiations have been confined 
stiictly to trade, have not to look foi any immediate panic, 
yet must they look forwaid to a giadually in ci easing depres- 
sion in business It is, theiefoie, a period when the gieatest 
cucumspection should be used in all anangenients which are 
now made with refeience to the futme , m the limits of puces 
which aie now sent out to oui distant maikets foi pioduce, 
which will aiiive duiiiig the next yeai, and the lesult of 
which tiansactions must depend upon the extent of consump- 
tion then, and not upon what it is now it may save individu- 
als from laige losses on the impoitations of next yeai, by sut- 
fieiently consideiingnowthe influence which such a depiession 
as must aiise fiom these causes will exercise on prices. 

Theie is also anothei way m which geneial business must 
suffei for some time to come, and piobably moie so during 
1848 than the leraainder of the present year It is to be 
feared that many parties thioughout die countiy, engaged in 
business, will suffei severely fiom the depreciation of lailway 
pi opei ty ; and these losses, in a vaiiety of ways, will re-act, and 
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be felt upon then commeicial engagements , and to a consi- 
derable extent, arising out of such connexions between rail- 
way liabilities and stiictly commeicial liabilities, discredit 
may be ci eated. 

One of the most impoitant considerations, both in leference 
to the commercial and monetaiial effects of this piessure, is 
Its piobable duiation. This question can only be solved by 
a just consideiation of the causes, m leference to the piobabi- 
lity of their removal, and to the extent of the mischief which 
must be repaired. In oidei to consider those two important 
points, and to rendei oui views most clear, we will institute a 
comparison between the ciicumstances undei which the 
panic of 1825 occiiiied, and those undei which thepiesent 
piessure exists, which will lead us to some most impoitant 
and deeply mterestmg consideiations and conclusions 

COMPARISON BETWEEN 1825 AND 1847 

Eveiy particulai instance of commercial and monetary 
crisis IS marked by special circumstances, eithci entnely, oi 
in point of degiee, peculiar to itself, and which determine the 
geneial charactei of the derangement, its dmation, and the 
parties who moie especially aie the suffeieis fiom it In 
closely examining the ciicumstances which attended the pies- 
sure of 1819, of 1825, of 1830, of 1836-37, and of 1839-40, 
It IS not difficult to tiace the immediate causes, oi to see that 
those causes gave a distinctive chaiactei to each peiiod, so fai 
peculiai’ to itself. At a moment like the piesent, it is, theie- 
foie, an inquiry of the first importance that we should cleaily 
understand the peculiar causes which aie in operation, and 
the peculiar character which they are likely to give to the 
present crisis — and especially as regards the parties on whom 
It will fall with the greatest loss — the intensity of the effects it 
will produce upon the money maiket, and the pi obable dura- 
tion of the depi ession which must attend and follow upon it 
It may, however, lendei our reasoning much dealer, if we 
caiefullj considei the peculiar events which biouglit about 
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the crisis of 1826, and the peculiar way in which they affected 
the commeicial and monetaty interests of the counti}', and 
compare with them the events which have led to the piesent 
pressure, by which we shall discovei the distinction, and 
theieby will be enabled to infer the gieat diffeience of the im- 
mediate effects which may be looked foi at the piesent time 
We piopose, theiefoie, to institute a careful compaiison of the 
causes which led to the crisis of 1825 — ^and the lesults of that 
Cl ISIS, as contingent upon, and leferahle to, those causes — 
and those which have led to the piesent pressuie, and the re- 
sults wlucli may fanly be expected to aiise from them 

In the couise of 1824 two classes of ciicumstances tended 
topioduce a speculative feelmg. The gieat success which 
had attended all the foieign continental loans which had been 
made during the pieccding five yeais, with one exception, 
and the high piemiums to which the stock had iisen, had 
cieated a gieat appetite foi such speculations among our 
capitalists Some circumstances also combined to place 
fo) eign mining speculations in a favourable light. But one 
of the most impoitant facts, as ultimately bearing upon the 
panic of 1825, and as giving a distinctive chaiactei to it, was 
that the impoits of commodities weie geneially small in 1824, 
and scaicely equal to the consumption, so that a consideiable 
rise m prices took place, especially towaids the close of the 
yeai . All these circumstances combined, at the close of 1824, 
to piomote the speculative fevei in the fiist months of 1825 
These speculations may be divided into five heads — 

Fust — Speculations in foreign loans. 

Second — Speculations in foreign mming companies. 

Thud — Speculations in land and pioperty at home, which 
suddenly lan up to a very high puce, especially m the neigh- 
bouihood of laige towns 

Fourth — Speculations m companies of various kinds, in- 
cluding mining, i ail way, steam-boat, insiuance, and loan 
companies, &c , <fec , in Gieat Butain 

And fifth — A speculation in commodities of all kinds. 

In the Economist^ October 18, 1846, we gave a detailed 
o 3 
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Statement, fioma parliamentaiy inquiiy, of thevaiious cpecu- 
lations to which we have lefeiied, with the amounts em- 
barked, 01 lathei pioposed to be embai-ked, m each, of which 
the following is the lesnlt • — 

Foreign loans, 34,278,000/ — contracted for at, je23, 722,000 

Foreign mining and othei companies of all lands, 24,467,000/, 

on whicli a deposit of 10 per cent, was paid . 2,446,000 

Schemes at home, of all kinds, as enumciated m the Ecammist, 

October 18, 1846, 156,778,000/, on which deposits weie 
paid, varying from notTang to 10 per cent , taking an aver- 
age of 5 per cent , 7,838,000 


■634,006,000 

Beyond these, weie the immense speculations m piopeity 
and land, and, above all, in commodities of all kmds, which, 
affecting as they did the whole piopeity in the country, lepie- 
sented enoimously increased peisonal liabilities among dealeis 
of all kinds It may be heie well to ohsetve, by way of dis- 
tinguishing the effects of these vaiious speculations m pio- 
ducing the ciisis of 1825, that the foreign loans were only 
payable as the instalments became due, and that a veiy small 
piopoition of die companies, foieign oi Biitish, ever went be- 
yond leceiving the fiist deposit, and as many of them weie 
insuiance offices, loan companies, &c., the deposits themselves 
lemamed foi a consideiable time with then bankeis, and were 
not, theiefoie, actually absti acted from the moneymai ket^ 
Though It IS impossible not to attach considerable importance 
to an amount of foreign loans to such an extent m one year, 
yet we believe then effects have been much ovei-rated in the 
share they had in pioducmg the crisis of 1825 , for it must 
be remembered that, though loans were contracted, they were 
not generally for the purposes of expenditure — not foi the 
disbuisements of wars or pnbbcwoiks — but chiefly foi a more 
economical anangement of the existing liabilities of foieign 
states , and, thei efoi e, though the capital of the subsci ibers was 
thus absoibed, yet that of othei pai ties was released, and a 
geneial demand was created for othei public securities for 
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the investment of die capital so leleased, and, moieovei, 
these stocks always foimed an easy instiument of tiansmission 
foi payment from London to the othei capitals of Europe 
Foreign loans are, therefore, fai from being the absoiption and 
lock-up of capital, which at first sight they appear to be, ex- 
cept when they are made to meet an immediate expenditure 

But the great and essential characteristic of the mama of 

1825, and to which we wish to diiect the immediate attention 
of oui readeis, was the speculation m produce of all kinds 
We have aheady stated the giounds on which such specula- 
tions commenced m 1824. The stoiy is veiy shoitly told. 
In the lattei paxt of that yeai a general impiession pi evaded 
that consumption had overtaken pioduction, and that a 
permanently highei range of puces must ensue. An advance 
took place — the effect of the first advance, and the anticipa- 
tion of further advances, induced to a gieatly inci eased im~ 
poitation of goods of all kinds, and which was most geneially 
felt upon those imported from neai countiies Dming the 
early pait of 1826, speculation was at the highest point. Im- 
poits of all kinds weie flowing into the count! y m gieatly in- 
creased quantities, and exports of foreign and colonial pro- 
duce were lapidly diminishing. Before long the inci eased 
prices tended to limit the consumption, and befoi e the autumn 
of 1825 a violent reaction took place. The stocks of deal 
goods were heavy in aU hands, and increased importations to 
ordeis foimeily sent, all at lugh puces, continued to airive , so 
that by the end of the year, om waiehousesweie full of goods, 
all held at enoimous puces, and the obligations of mei chants 
and traders of all classes weie piopoitionately great. 

The following table, taken fiom Mi Tooke’s Flistoiy of 
Prices, shows the puces of each aiticle on the 1st of Apiil, 
1824 — on the same day in 1826 — and on the same day in 

1826. It may, how^evei, be well to observe that the rise ap- 
paient from 1824 to 1825, took place chiefly in the three last 
months of 1824, and m the three first months of 1825; and 
that the fall observable between 1825 and 1826, took place 
chiefly in the last six months of 1825: — 
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It IS now a veiy essential pait of our consideiations to see 
how the mciease of puces, caused by die speculations at the 
end of 1824 and beginning of 1825, inci eased the supplies of 
coinmodities geneially The following table, compiled fioxn 
pailiamentaiy i etui ns, shows the quantity of each of the fol- 
lowing ai tides inipoited in 1824, 1825, and 1826, by which 
It will be seen how sudden an inciease took place in 1825, 
and how equally sudden was the decrease m 1826 — 




1824 

1825 

1826 

Bilk 

CTVt 

960,468 

1,017,250 

546,610 

Bristles 

Ih 

1,700,121 

2,036,459 

1,178,346 

Cofifee — Foreigtt 


9,926,043 

23,008,393 

11,664,925 

Cofifee — all kinds 

— 

50,674,247 

52,597,518 

42,017,103 

Cocoa — ^Foreign 

— 

1,733,666 

2,185,055 

1,605,561 

Cocoa — all soits 

— 

2,761,629 

3,274,375 

2,227,563 

Cotton 'wool, 

total lb 

141,038,743 

202,546,869 

162,889,012 

Coolmieal 

lb 

219,343 

304,858 

195,165 

Logwood 

tons 

19,103 

22,016 

10,246 

Madder 

Cttt 

63,174 

90,487 

10,172 
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Smalts 

lb 

399,308 

544,408 

215,699 

Zaffires 

— 

108,409 

321,842 

82,237 

Flax and Tow 

cwt 

742,531 

1,055,233 

688,622 

Hemp 

__ 

571,936 

595,089 

489,330 

Butter 


160,355 

279,067 

196,086 

Cheese 

__ 

168,435 

220,474 

176,148 

Quicksilver 

lb 

550,886 

1,901,548 

191,420 

Rags 

tons 

8,887 

10,385 

6,420 

Olive Oil 

gal 

880,673 

1,581,074 

724,719 

Clover seed 


107,140 

145,942 

68,141 

Linseed . . 

busb 

2,195,093 

2,888,247 

2,153,077 

Oiuon seed 

lb 

52,379 

177,267 

80,012 

Cinnamon 

— 

381,056 

425,643 

156,485 

Tobacco 

— 

22,155,550 

40,061,185 

25,828,945 

Tallow 

cwt 

680,382 

1,164,037 

864,962 

Wool 

lb 

22,564,485 

43,816,966 

15,989,112 

Wme 

gtti 

6,637,506 

10,892,033 

7,086,937 

Silk — Italian 

lb 

1,821,343 

2,080,965 

676,664 

— all kinds 

— 

3,477,648 

3,894,770 

2,605,225 


Parliamentaiy leturns show that the following weie the 
official values of foieign and colonial pioduce impoited in 
each of the tlnee years in question — 

leais -t! 

1824, 37,559,985 

1825, 14,137,482 

1826, 37,686,113 

This account shows an mciease of nearly 7,000,000/ of imports 
in 1825, but when it is consideied that the official value le- 
piesents the goods at one unifoim price, and that the aveiage 
prices in 1825 cannot be called less dian 25 pei cent above 
those of 1824, the followmg will more justly represent the 
leal diffeience in the value of the impoits of each yeai — 


1824 1825 

£ £ 

Official value by quantity at same piice, 37,559,935 44,137,482 

Add 25 per cent uf inci eased pnce, — 11,034,370 


37,659,935 56,171,852 


Thus showing that the impoits of 1825 could not lepiesent a 
leas mciease of value on those of 1824 than 18,000,000/., and 
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that the liabilities of tlie meicantile coiiiinunity weie increased 
by that simi, and they neie even fuithei mci eased by the 
smallei amount of foieign and colonial pioduce expoited in 
that yeai . The following is an account of the official value of 
foreign and colonial pioduce exported in 1824, 1825, and 
1826 — 

£ 

1824 .. . 10 , 204,785 

1825 . . 9 , 169,494 

1826 . . ... 10 , 076,285 

So that, while our imports weie so rapidly inci easing, oui ex- 
ports weie falling off in 1825, and which, by the end of the 
yeai, created so laige a balance of tiade against us, as to cause 
an adverse exchange and a lapid chain of bullion, wluch le- 
sulted in the extieme piessuie of the wintei of 1825 and the 
spiing of 1826. The commeicial piessuie began in the au- 
tumn of 1825, as the puces of commodities began to fall, and 
the laige meicantile habihties became due. But the gieat 
ciisis did not occur until Decembei, when the unsound busi- 
ness which had been done by bankeis, m making advances on 
impioper secmities, became fully apparent, which cieated the 
discredit and panic so well lemembeied. 

The sliaie in the losses and difficulties of tliat lane, boine 
by the meicantile community, was necessaiily very great, in- 
asmuch as then liabilities, cieated by the enormous imports of 
the yeai, and specidative pm chases, were extensive, and the 
losses to which, fiom a sudden fall of prices, they weie sub- 
jected, were of the most serious character The whole trading 
classes were, theiefoie, seriously and deeply implicated, not 
only ui the chsciedit, but also in the losses, winch attended 
that crisis. Pioduce for a time was wholly unsaleable, and 
extensive imn was the consequence. 

We thus very clearly see the reasons why the commeicial 
classes weie so deeply and so injuriously implicated in that 
Cl ISIS It was shortly, that they themselves had been greatly 
the cause of it, and that a gieat extent of the oveitiading, 
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and, consequendy, the great weight ot the liabilities, icsted 
upon them. 

But while we thus easily tiace the diiect causes which so 
deeply implicated the commeicial classes m that raonetaiy de- 
rangement, which will be found to be in such sti iking contrast 
with the facts at this moment, we must also claim the serious 
attention of all, to a gieat pecuhaiity at that time, and aiising 
out of these facts, which, as far as legaided the facility with 
which the adverse exchanges, which immediately led to the 
monetaiy ciisis, could then be lighted, but which do not now 
apply. The payments which we weie called upon to make to 
foreign countries, at die end of 1825, were foi goods which 
had been impoited, and which had been in gieat measme ac- 
cumulated in oui waiehouses. They had not been consumed, 
and they, theiefoie, of themselves, furnished a means, to a 
gieat extent, of collecting the exchanges The sudden fall 
in puces, though luinous to oui mei chants, had two effects 
upon OUI foieign trade, both calculated to collect the ex- 
changes Fust, thelowei puces suspended, oi gieatly dimin- 
ished, fuithei impoitations, and next, the same cause induced 
an increased expoitation of those commodities. Thus we 
find, by the tables alieady given, that while the official value 
of oui impoits in 1825 was 44,137,482Z., but, taking mto ac- 
count the mci eased prices, compaied with 1824 or 1826, to 
be calculated at least at 55,OO0,OOOZ, it fell down, in 1826, to 
87,686,113/,— so that the leal value of om' imports in the lat- 
ter year must have been about 18,000,000/ less than m 1826 , 
that IS, the supplies of 1826 weie paitly made up by the ex- 
cess of our imports in 1825 Then, again, oui exports of 
produce, in 1826, amounted to 10,076,286/. agamst only 
9,169,494/ m 1825, so that the laige stocks of goods left on 
hand at December, 1825, which proved so ruinous to the mer- 
cantile community, supplied an important means of moie 
quickly coriecting the foreign exchanges. 

The present crisis, oi rathei piessuie, is marked by circum- 
stances totally different in every respect, and the i esults will 
be as diffeient. We have already, m a foimer aiticle, caie- 
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fully traced the causes which aae now oppiessing the money 
raailcet, and which, foi a long peiiod, must continue to do so. 
In an aiticle — ^“Retiospect and Conipaiison” — formerly re- 
feiied to, pubhslied in the Economist, Oct 18, 1845, in which 
we compaied the liabilities of 1825 with those of 1845, we 
showed that theie weie in 1845 schemes pi oposed, nnplicatmg 
capital to the extent of 691,000,0001., foreign and home, on 
which deposits lequned to be paid, amounting to 78,000,000/ 
We have smce seen how much those schemes have been re- 
duced, but still the poition which have struggled tin oiigh Pai- 
liament, and are sanctioned to be undertaken, amount, as we 
showed in a foimei article, to a sum utteily beyond the means 
of the country to accomplish, except in a very lengthened pe- 
iiod. It has pioved a most fortunate cucumstance, and we 
tiust may be adduced as a stiiking evidence of the more pru- 
dent and wiser principles on which business is now conducted, 
that the fevei of speculation which raged so much in 1845 
never approached coinmeicial commodities, but was confined 
nearly exclusively to railways. As fai as the effect which those 
speculations were likely to produce on the country, it was also 
a most fortunate thing that none of diese undertakings could 
be pioceeded mth, until they had obtained the sanction of 
Paihament. This fact necessaiily delayed the absolute ex- 
pendituie of capital, which otherwise would have been imme- 
diately begun m the commencement of works, &c A large 
amount of deposits paid up, and placed in the hands of bank- 
ers, but not withdrawn from the money market, was the only 
immediate inconvenience felt, beyond the extensive losses which 
a re-action produced to those who had paid high premiums 
for the stock tliey held The delay thus obtained has saved 
the country from many of the woist consequences which those 
headlong speculations would have entailed upon it, and it 
may be said that, even up to this moment, very little beyond 
pailiainentaiy proceedings has been done to caiiy out the 
schemes of 1845. 

In the meantime, however, a giadual, though lapid, absorp- 
tion of capital has been taking place in executing the woika 
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sanctioned in 1844 and 1845, and now the country is called 
upon to carry out those sanctioned m 1846. To the effects 
of this expendituie upon the capital of the countiy we have 
all eady sufficiently lefeiied. As fai as the meicantile com- 
munity IS concerned, (we mean, in then own pui suits,) the 
supply of commodities has not been gieatei duiing the peiiod 
in question than the demand. In the present yeai there has 
been no speculation, (cotton and com excepted — of both of 
which, howevei, the stocks are lowei than foi some yeais,) 
and, theiefoie, theie aic, at the picsent tune, in place of laige 
stocks and extensive liabilities, at high puces, on the con- 
tiaiy, veiy small stocks of most of the leadmg articles 
of ordinary consumption, held at model ate prices, and it may 
safely be said that, whatever may happen, the liabilities of 
merchants were never less than at this time, noi wcie theie 
cvci fewer reasons to excite distrust oi discredit 

But this veiy fact, which places the commeicial community 
in so safe a position, is calculated to piolong the period of 
piesbuie and of adverse exchanges As we have such small 
stocks of foieign products, ve shall be unable, as m 1826, 
to reduce our impoits or to inciease oui exports, and, theie- 
fore. It will be longer before the exchanges can be corrected. 
We must increase oui imports of food, and we must, at least, 
continue oui other geneial imports on the usual scale, and, 
therefoie, nothing can prevent capital still inci easing in value 
This difficulty can only be met by such an inci eased late of 
inteiest as will induce foieign capital to find its way here for 
employment, and especially by the pui chases of public secii- 
iities, which must fall m price m piopoitioii as the iiiteiest of 
money is laised 

We have thus endeavouied to explain the grounds npoii 
which we have formed an opinion, that no commercial dis- 
credit 01 Cl ISIS IS to be feared at this time, except so far as it 
may turn out, that railway obligations and losses are mixed 
up with other commercial undertakings, and even in those 
cases, the immediate difficulties will be gieatly modified by 
the necessity which all companies wnll find to postpone their 
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undei takings, a suspension of which, howevei, must giadually 
pioduce a great depiession in business foi a long peiiod to 
come, but it need not be attended with any seveie ciisis oi 
shock to credit. Extierae piudence and caution in enteiing 
into distant engagements, and m giving limits for future im- 
ports, will well repay those who exeicise them. 



ARTICLE XV 


Tho Cnsis — Its CImacter — The Piesent Condition of the Bank of England, and 
how it IS affected by the piesent Ciisis — May 1, 1847 

Great as have been the advantages which the woild has de- 
rived fiom the in ti eduction of a system of money, in older to 
facihtate the exchange of commodities, it would not be easy 
to estimate how much those advantages have been reduced by 
the confusion which has, in consequence, aiisen, as to the 
true piinciples which legulate all such exchanges, and which 
could not have existed had simple baitei been adheied to 
The nitioduction of the systems of credit and money, how- 
ever admirable in themselves, and liowevei needful m order 
to conduct commeicc on its piesent scale, and with due legaid 
to the convenience and necessities of civilised life, has , by 
withdrawing attention fiom fundamental rules on which all ex- 
change of commodities must proceed, done much to complicate 
and confuse what would otherwise have been simple and 
plain. 

The economy of human laboai and time, accomplished by 
the introduction of those facilities foi eifecting the exchange 
of commodities, is gieatei than has probably been deiived 
fiom any othei invention whatever , but, strange to say, die 
science or principles which regulate these great facilities aie, 
as yet, so little understood, that it is difficult to find two prac- 
tical men of business who entertain the same views on ques- 
tions of money and cuirency. And yet there is no science 
whatever winch is based upon moie mvauable and tangible 
laws, and which, theiefoie, should, if piopei attention weie 
paid to It, be so exact or so well defined. Much, if not the 
whole, of the confusion and erior which exists, is to be tiaced 
to the fact, that men babitiially look upon money as an inde- 
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pendent element of wealth, and not as a meie lepresentadve 
of commodities ; and tlieiefoie neglect to lefei all the fluctua- 
tions m the abundance oi scaicity of money to fluctuations m 
the quantities of commodities, ovei which bankeis and 
others, who aie supposed to legulate the monetaiial affaiis of 
the countiy, have no contiol whatever So little attention is 
paid to these subjects, dming periods of ease and leisuie, diat 
when times of pressure and difficulty aiiive, men aic seized 
with panic and teiioi, m a gieat measuie, because the subject 
IS so little understood, and so little acordance exists in public 
opinion as to the causes which have immediately led to such a 
state of things. We have befoie us a pile of letteis, leceived 
duimg last week, bearing the maiks of proceeding fiom men 
with strong powers of thinking, and many of them containing 
very valuable suggestions, but which exlnbit such a variety of 
contiadictory views, as to the causes of the piesent ciisis, as 
show, 111 the sti ongest way, how unsettled and ill-defined pub- 
lic opinion IS upon a subject so essential to the best inteiests 
of the countiy. 

In consequence of tins want of a cleai and well-defined 
view of the real causes which influence the seveie piessures, 
which fiom time to time aie expeiicnced in the commercial 
and monetaiial affaiis of the countiy, it is common to lefei 
them lathei to some of the symptoms by which they aie im- 
mediately accompanied than to such ti ue causes themselves , 
and the public aie always too apt to tiy to shift the conse- 
quences of then own impiudence, oi of meie misfoitune, upon 
those who are simply the mstiuments thiough whom the in- 
convenience fiist became felt 

This is stiikmgly so at the present moment. A wiitci, 
whose only desiie was to gam popularity, would have little 
difficulty in obtaining his object, byjoinmg m the geneial com- 
plamts agamst the Bank bill of 1844, and against the manage- 
ment of the Bank directois, as having led to all the inconve- 
nience and piessuie which is now felt among commeieial 
classes Whatevei may be oui views with lespect to the one 
01 the other, which we have never hesitated fieely to expiess, 
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we are bound to say, that we do not attiibute any veiy impor- 
tant share of the present crrsrs, to either of those corarrronly 
assigned causes. That the immediate pressure and want of 
confidence have been aggiavated by the Bank diiectois 
having too long delayed to use the proper means to contract 
then lubibties, in piopoiuon as their leserve of capital (the 
bullion) diminished, and die seveie measuies to which they 
have necessai ily had recourse of late, to lecovei then positron, 
we think no one can deny, iioi have we ever failed, during the 
last three months, week after week, to uige this point on then 
consideration. To this we shall have occasion liereaftei again 
moi-e specifically to allude. 

It shall be oui object, m this aiticle, to confine ouiselves 
as much as possible, to a consideration of the practical causes 
which have led to the present ciisis, to the couise which it is 
likely to take, and to die influence which the two commonly 
assigned reasons alluded to have exercised upon it. In doing 
so, we shall carefully avoid, as much as possible, any contro- 
verted points of pimciple, and apply ourselves, as exclusively 
as the subject will admit, to the practical beaiings of the 
questions under consideration. Having already, m foimei 
ai tides, explamed oui views as to the mam causes vliich have 
led to the piesent scarcity of capital, we piopose now to con- 
sidei, first. The character of die present crisis , and, second. 
The effect which the Bank BiU of 1844 and tire management 
of the Bank of England have had in piomoting it 

WHAT IS THE CHAHACTER OF THE PRESENT CRISIS 

It IS one of the most essential considerations, both for the 
public and the directors of the Bank, to foim a just estimate 
of the precise chaiactei of the circumstances which have led 
to the present monetary difficulties of the country, and of the 
probability of their duration In foimei articles, we have 
fully considered the effect which the extravagant expenditure 
in railways has produced upon the available floating capital of 
the country. In those articles, we have shown that we have 
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fixed in lailways a laige poition of capital, oi, in otliei woids, 
of commodities, in a way which have not lepioduced them- 
selves, 01 anything else which will exchange in foieign 
counUies foi commodities which we lequiie ; that, as a conse- 
quence of that piocess — while om home consumption of all 
the articles of oidinaiy use mateiiaUy incieased, the puces 
lose, and importations weie laigei — the exports fiom this 
count! y necessaiily diminished, and the debts due to ns abroad 
weie giadually extinguished, or, at least, much i educed 
These consequences weie seveiely aggravated by the failuie of 
the crops of last year, which lendeied an extensive impoita- 
tion of food imperative In 1846, and chiefly during the last 
SIX months, we impoited no less than 3,814,666 quaiteis of 
giain, and 4,356,812 cwts. of floui and meal, and up to this 
time ill the present yeai the importation of giaiii and flour 
has already amounted to about 1,500,000 qiiaitei s. At a mo- 
ment when we had exhausted, oi much diminished — -by a long 
senes of extended impoits, to supply the consumption of tlie 
last two yeais, stimulated so much by the expeiidituie on rail- 
ways — oui command ovei the commoditi s of foieign couii- 
tiies, m tlie form of ci edits, as indicated by the state of ex- 
changes, a sudden necessity aiose to nnpoit foi Ii eland and foi 
Gieat Bn tain the enoimous quantities of giamiefeiied to, as 
well as othei piovisions While, howevei, om impoits had 
been inci easing, and exliausting oui claims on foieign 
countiies, we weie accumulatmg no commodities m this 
couiitiy which we could, imdei any exigency whatevei, expoit 
We had fixed oui’ capital m railways, except undei the highly 
improbable supposition that English railway stock could be 
sold in foreign maikets, and especially at such a moment, 
weie utterly useless as a means of meeting the impeiative im- 
portation of food which became needful. The real state of 
the couiitiy, dunng tlie last six months, has been, and still 
continues to be, this ; — With unusually small stocks of all the 
01 dinar y commodities of commerce, — ^witli a small amount of 
foreign debts due to tins countiy, as indicated by the state of 
the exchanges moie than six months ago, — with oui capital 
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withdiawn fiom diese souices, to an unusual extent, the sud- 
den necessity ai ises of importing food to an extent altogetliei 
without precedent, and diat at a moment when many of oiu 
neaiest and most usual sources of supply are not only unable 
to afford us lelief, but aie even in a woise position than oui- 
selves. Puttmg out of view altogether, in this place, any con- 
sideiation of oui monetary matteis, the ical souice of all oui 
difficulties IS, that we have a sudden and imperative necessity 
of impoitmg a laige quantity of food, and have no sufficient 
stock of such othei commodities as foieign countiies lequire, 
to exchange for them, nor have we a sufficient amoimt of 
foieign debts due to us with which we can liquidate our pui- 
chases It is, m leality, a question altogetliei of the exchange 
01 barter of commodities , it is a question of an import of 
food, foi which, as far as Ii eland is concerned, the legislature 
of the countiy is committed, to a past and futuie expenditme 
withm a yeaij to the extent of about eleven millions sterling, 
and to which the remainder of the United Kingdom is com- 
mitted to an expenditme of their own means, to whatevei ex- 
tent may be requisite to piocure sufficient supplies , the whole 
IS a question which involves the supply of wants m themselves 
so imperative, that any saciifice will be made m ordei to do 
so. Of comse, the extent of the difficulty must depend alto- 
gether upon the extent to which those imperative necessities 
of impoitation exist. We know what we have already im- 
ported, which m the state of oui lesouices as they have ex- 
isted, has been pioductive of the inconvenience alieady ex- 
peiienced ; and, if we aie to judge by the inadequate powei 
of our supplies hitheito to affect puces, we cannot enteitain 
any hope that oui wants are neaily satisfied. Of the lush 
expenditme foi food, upwaids of six millions have yet to be pro- 
vided; for the expenditme fin the remainder of the kingdom, 
a veiy laige sum must yet be necessary. If we aie to judge 
by the i educed state of the stocks of gram in the hands of the 
growers at this moment, as compared with tins time last yeai, 
which, aftei the most minute and careful examination, are 
unquestionably much less — ^if we are to take into consideration 

p 2 
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the enormous stocks which, a yeai ago, existed in our bonded 
waiehouses — and if we aie to considei the backwaid chaiactei 
of the season, both in this eonntiy and especially on the con- 
tinent, which at least piecludes the possibility of an eaily 
harvest, no leasonable man can lesist the conclusion that a 
laigei quantity of food will be lequnedfoi the United Kingdom 
dm ing the next six months, than during any similai foi mei 
peiiod At such a moment, when oui means of piocuring it 
aie alieady so much exhausted, this, we confess, is an ap- 
palling fact But It would be ciiminal, and the height of 
foUy to shut oui eyes to a dangei because it is gieat. If it 
can be met — ^if it can be ameliorated (of which we aie not 
without hopes) — it will only be by foiming a just estimate of 
its extent In all the views which we take of the piesent 
ciisis, of Its causes, its intensity, and its duration, we must 
never lose sight of those gieat necessities which aie at the 
foundation of all, and over which neithex Bank Bills nor Bank 
Diiectois have any veiy mateiial contiol. These necessities 
will contiol our monetaiy affaus, m spite of any legulations 
01 arrangements , while no legulations with lespect to om 
cuiiency will mateiially affect them. As, howevei, aU com- 
mercial obligations are much affected by the couise ofour 
monetaiy affaiis, it becomes a most essential consideration to 
examine how fai the circumstances to which we have alluded 
wiU affect them We wdl, theiefoie, proceed to considei : — 

IHE present state OE THE BANK OF ENGLAND, ANB HOW 
IT is AFFECTED BY THE BILL OF 1844. 

The easiest and cleaiest way of ariiving at a satisfactory 
conclusion upon this question, is, that we should place before 
our readers a simple explanation of the real chaiactei and 
state of the Bank of England, which will show that, though 
It is an establishment possessing an enoimous capital, that it 
neither possesses the powei to stem such diiBculties as the 
country at piesent experiences, noi is it any pait of its duty 
to do so. Oiu lemaiks, too, on this point, wiU'tend also to 



THE CRISIS OE 1847 


187 


show how exaggeiated have been the populai complaints 
which of late have been made against the bill of 1844, as 
having been the cause of the present pressure The Bank of 
England possesses an independent capital, amounting in all 
to 17,950, 077Z., which is thus made up — 


jG 

Piopnetoia’ Stock 14,553,000 

Rest, or Reserve, being the accumulation of 

pr jflta from time to time , 3,397,077 

Total independent capital 17,950,077 

As bankeis, beyond this capital, the Bank deiives laige 
means from two othei lesouices, on account of its ciedit. The 
one is from its ciiculation of notes, which the public take and 
use to peifoim the same opeiations as com, foi a medium of 
exchange m cairymg on the business of die countiy, and the 
othei IS the deposits which the public place in their hands for 
safe-keeping. These diffeient items, accoiding to the last 
Bank Return, stood thus — 


£ £ 

Propiietors’ Capital 14,533,000 

Rest 3,397,077 

Independent Means 17,960,077 

Circulation of Notes, including Bank post.bills 21,162,863 

Deposits . 13,016,731 

34,168,684 


Total means of the Bank 


52,118,661 


The entire means possessed by the Bank, according to the 
letuin of last week, amounted to 52,118,661? — of which, 
17,950,077? was its own independent piopeity (without cal- 
culating the value of the Bank buildings, which is always done 
in the assets of the Bank of Fiance), and of which 
34,168,584? foimed claims on the pait of the public, payable 
on demand As a tiading estabbshment, the gieat and only 
consideiation foi the Bank of England is, how it can most 
piofitably employ these laige sums, so as always to be pie- 

p3 
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paied to meet any poition of the demand which may aiise 
upon the sum of 34,168,584/., held upon ciedit from the 
public 

It IS cleaily the first duty of the Bank of England, as it is 
of any other commercial establishment, to take eveiy piecau- 
Uon to meet its liabilities to its creditors, and with the Bank 
of England this is peculiaily impeiative It is, therefore, obvi- 
ous, that of the funds, amounting to 52,118,661/, with which 
It has to deal, it is the duty of the Bank at all times to retain 
m Its possession a leseive in bullion, equal to whatever por- 
tion of the 34, 1 68,584/. — ^which it is liable to be called upon 
to pay at the option of the public — as is likely, undei any 
oidinaiy cii cimistance, to be demanded , and, beyond this, to 
invest the lomaindei m public seciuities, bearing an mteiest, 
which can be sold, if necessaiy, and in discounting commer- 
cial bdls of exchange. By the accounts of last week, the 
whole means of the Bank weie thus distiibuted — 

£ 

11 , 016,100 
14 , 662,719 
17 , 111,001 
9 , 629,841 

£ 52 , 118,861 

Theiefoie, to meet such pait of the liabdities of the Bank, 
consisting of its deposits and cii dilation, as it is likely to be 
called upon to pay, it had in its possession a sum of 
9,329,841/ 

Now, it IS quite cleai that the amount ol liabilities which 
the Bank owes to the public, consisting of the cn dilation of 
notes, and deposits, must be subject in then fluctuaUons not 
to the will of the Bank, but to the wants and means of the 
public The Bank cannot keep more notes m cnculation 
than aie requued foi the internal exchanges of the countiy 
at any specific time, for tlie simple leason that, as a lule, no 
one keeps moie money in his possession tlian is necessaiy foi 
his wants , and, theiefoic, whatcvei advances the Bank may 


Debt due by the Government 
Government secmnties of vmons binds 
Piivate securities, oi commercial bills 
Bulbon 
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make beyond that sum must immediately fall back upon it 
foi payment, and thus' all such advances aie in reality ad- 
vances of capital. Noi has the Bank any means of reducing 
the circulaUon of its notes at its own will, as long as it holds 
a large fund belonging to depositois, which can be withdiawn 
atpleasme, foi if the Bank weie to attempt to withdraw its 
notes fiom cii dilation, eithei by withholding discoimts or by 
the sale of its securities, so as to reduce the cii dilation below 
the sum actually requiied to conduct the internal exchanges 
of the countiy, it is evident that the public would withdraw 
the notes so requiied fiom then deposits, thiough the medium 
of private bankers, to whom the private deposits m the Bank 
chiefly belong So that, until the private deposits in the 
Bank of England aie veiy much reduced, an elfoit on the 
part of the Bank to withhold the notes, absolutely needful foi 
ciiculation, in the hands of the public, would be counteiacted 
by withdrawing tlie deposits. It is thus that we frequently 
see, on the one hand, a veiy gieat inciease in the amount of 
secuiities held by the Bank, indicating extensive advances, 
without any coiiespondmg increase of the notes m cn dila- 
tion , and, on the otbei hand, a veiy extensive decrease of 
securities, indicating that those advances aie much curtailed, 
without any coiiespondmg deciease of notes in cnculation 
But we swll always see, when such increased advances have 
been made as we allude to, that they have been accompanied 
by a deciease of the bullion, and when such deciease has 
taken place in the advances, that it has been accompanied by 
an inciease of bullion , we mean, when the cnculation has 
not been affected It is, theiefoie, plain that the cnculation 
and the deposits aie acted upon by circumstances over which 
the Bank can exeicise no immediate control, and, theiefore, 
that the chief legulation of the reserve of bullion held by the 
Bank to meet its liabilities must necessaiily be thiough its ad- 
vances upon secuiities ; and, theiefoie, that when a period of 
scarcity of capital arrives, and the reserve of bullion in the 
Bank is sinking, the only means which the Bank possesses of 
preseiving a necessaiy amount of buUion to meet the demand 
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which will piobably be made upon it, is by a i eduction of its 
securities, either by the sale of stock oi by diminishing its 
discounts 

The amount of die bullion held by the Bank, it is plain, 
should bear a certain proportion to the extent of its liabilities 
payable on demand; and should, therefore, be equal to any 
probable diniiiiutioii which may take place m the deposits and 
circulation duiing a period of pressure The extent to which 
the deposits and the cii dilation may be diminished at any pai- 
ticulai time, must depend upon the causes which are at woik, 
which aie likely to withdraw capital fiom the country, and 
which aie likely to increase oui ti ansae tions abroad and limit 
them at home, and, theiefoie, it is impossible to furnish any 
precise lule which can govern die Bank at all times. But let 
us examine what the circumstances are at dus moment which 
are likely to affect diese two classes of claims upon the Bank. 
We have had a large demand for bullion to meet foreign pay- 
ments foi giam. At the commencement of that diam, the 
Bank held m its possession upwards of sixteen millions oflulhon, 
a sum considerably larger than was considered necessary to 
hold as a reserve. As the demand foi capital inci eased to pay 
for foreign grain, the first way in which it showed itself, was 
m a demand upon the Bank foi inci eased advances on secu- 
iities, which the Bank was then m a condition to giant On 
the 28d of Octoboi, aftei the payment of die dividends, the 
Bank account stood thus — 


Bulliou 


Private Securities, or 
Bills undei Discount 


* 

12,788,939 


On the 22d of Januaiy, after the payment of the dividends, 
these Items stood thus — 


Piivato Scciuitics, 01 

Bullion Bills iimlei Discount 

£ £ 


13,918,681 


1-1,450,711 
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On tlie 23cl ult., aftei the payment of the dividends, these 
Items stood thus — 

Pieate Sccmities, or 

Bullion Bills under Discount, 

£ £ 

9,329,841 . 17,111,001 

On the 23d of Oetobei, and on the 22d of Apiil, the de- 
posits and the cii dilation of the Bank weic as follows — 

Deposits Ciiculation 

£ £ 

14,410,534 22,314,213 

13,015,731 . 21,152,853 

Dining this peiiod, the amount of bullion taken fiom the 
Bank amounted to 5,813,207/ , of which it will be seen that 
no less than 4,322,062/ was furnished by inci easing the 
amount of discounts During the same time, the deposits di- 
minished only 1,424,803/, and the ciiculation, 1,151,360/., 
the only aid which the Bank has had resoit to, being the sale 
of Goveiiunent stock to the extent of 1,130,300/. dining the 
whole time It is, theiefore, quite cleai, that the gieat souice 
fiom which the coin hitherto impoited has been paid, 
has been the leseive of bullion held by the Bank in Octobei 
last; and, if the Bank has committed any erioi at all — and 
we think it has — it has been in pei nutting so gieat a deciease 
ofbidlion to take place, without leduciiig its liabilities to a 
gieatei extent, which could have been done by laising the 
late of inteiest soonei and moie lapidly; so that, if bullion 
was withdrawn, it should be in exchange foi its deposits 

The fiist Item which is affected m die Bank accounts, 
duiing eveiy diain of hulhon, is the leseive, which the Bank 
IS wilhng to advance on secuiities This has been done, on 
the present occasion, to too gieat an extent aheady The 
next souice which is applied to, when advances aie withheld, 
IS the deposits constituting the leserves oi balances of the pii- 
vate banks, and the last souice is the ciiculation of notes 
The fiist souice, we must considei, is now exhausted as fai as 
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it can be, and the piivate aecuiiUes in the Bank must lather 
be diminished than incieased. To provide foi the payment 
of fuither impoits, thepiessuie will next be upon the piivate 
deposits, as the balances m the hands of the bankeis thiough- 
out the countiy diminish, and the last pressme on the Bank 
■will be felt m die i eduction of the cii dilation of notes, which 
will be carried m foi bullion The last pioce&s will occur 
thus- — The high puce of piousions will materially, as it has 
already done, cm tail the demand for all other commodities, 
the internal exchanges, and the quantity of money required 
to conduct them, -will be lessened, and die poition of the cap- 
ital of the countiy thus fieed flora ciiculation will be used to 
pay for foieign gram. This is piecisely the piocess winch would 
occui undei a purely metallic currency, and which must occur 
under one of a mixed character, when die papei is convertible 
at pleasme. In 1839, undei the chain which then took place, 
a similar couise followed The fiist diain acted upon the 
bullion which the Bank was willing to pait with, in advances 
upon securities; it next acted through the deposits, and, 
lastly, tliiough a decrease of the cuculation. In 1839, the 
bullion, deposits, and circulation, stood as follows . — 


1839 
April S 
July 1 

September 19 
Decembei 12 


Bulhon 

7.073.000 

4.344.000 

2.816.000 

2,887,000 


Deposits 

£ 

8.998.000 

7.567.000 

7.781.000 

5.952.000 


Circulation 

£ 

18.036.000 

17.620.000 

16.899.000 

15.817.000 


In considering, theiefoie, the sources on which we must de- 
pend to meet the fmthei demand foi bullion, to pay foi the 
impoit of giam, it is quite evident that the Bank must piepare, 
first, for a consideiable leduction in its private deposits, and, 
dunng the yeai, as the trade of the countiy becomes con- 
tiacted, foi the redemption of a laige amount of its notes To 
what extent the private deposits may fall, and to what extent 
the tiade of the countiy may become conti acted, so as to hb- 
eiate the notes at piescnt m cuculation, it is impossible to 
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say In 1839, the whole deposits, including government and 
private, fell to 5,952,000/, and the cnculation, exclusive of 
Bank post bills, to 15,032,000/ With a ceitamty that veiy 
laige impoits of giain will still be requned both foi Iielaiid 
and Gieat Biitain, besides laige supplies of law mateiials es- 
sential to oui manufacturing industiy, the stocks of which are 
all extiemely low— and looking to the small stocks which we 
possess of othei commodities, which can be used as a medium 
of payment to coin-giowmg countiies — we cannot deny the 
necessity which must exist foi a fiuther and very consideiable 
dram of buUion, and as such, of a strong action, first, upon 
the piivate deposits of the Bank, and next, foi the ledemption 
of a poition of the circulation. And, theiefoie, we do not be- 
lieve that, under the piesent ciicumstanccs, the Bank would 
be m any degiee safe to peimit its bullion to sink below its 
piesent amount, except m older, fiist, to liquidate its deposits 
as they aie lequiied, and next, to redeem its notes as they aie 
piesented. 

It IS common to talk of the low state of the bullion m 1839, 
when It was reduced to 3,000,000/ , and to compaie the pre- 
sent amount held with that peiiod , but those who make such 
a comparison entuely oveilook the fact that in 1839, when 
the buihon was i educed to the point mentioned, the deposits 
had already been satisfied, down to a point of 5,952,000/ , and 
the cnculation, including bank post bills, had been reduced to 
15,817,000/ , wheieas, at this moment, these two great liabil- 
ities aie yet to be met. The compaiison is thus* — 


Dec , 1839 Apul, 1847 

£ £ 

Deposits . 6,952,000 13,015,731 

Cnculation 15,817,000 21,152,853 

BulUon 2,887,000 9,329,841 


Oul lemaiks have been hitheito made without any reference 
to tlie arifingements undei die Bank Bill of 1844, because, m 
leality, the same general leasonmg lefeis to the geneial state 
of the Bank assets and liabilities in cithei case, the whole dif- 
feience effected by that bill, and by the scpaiation of the two 



194 


ARTICLE XV 


depaitments, being one simply of account, and whicli could 
be, and in fact is, done meiely by diffeient modes of stating the 
' account The only piactical diffeience in the management of 
tile Bank is, that the leseive of bullion is divided into two 
paits one as applicable to the payment of the deposits, and 
the other as applicable to the ledemption of the notes. That 
law assumes that the lowest state to which the ciiculation 
could be ledueed would be to 14,000, OOOZ, and theieloie it 
piovides that the Bank shall always keep a leseive of bullion 
equal to the notes it ciiculates ovei and above that sum, and 
which shall not be applicable to any othei liability of the 
Bank. To effect this object, 14, 000, OOOZ. of secuiities are 
placed in the issue depaitment, and all the bullion of the 
Bank, ovei and above a sufficient supply of com for the bank- 
ing depai tment, foi the full amount, notes aie given to the 
banking department, fiom which the calculation of the coun- 
tiy IS supplied, and a leseive kept to piovide foi the deposits 
as they may be required This leseive of notes is the only 
command which the banking depai tment has ovei the bullion, 
which, were they entiiely conveited into gold, it is plain that 
a smn would still be left in the issue depaitment, equal to the 
whole of the notes m cii culation, ovei and above the 
14,000,000z. of secuiities The old and new plans aie sub- 
stantially the same, as legaids the entiie liabilities of the 
Bank; but, by the new bill, the leserve of bullion is piacti- 
cally sepal ated and apportioned to the ciiculation and the 
deposits. The following statement, made fiom the last le- 
tuins, will show exactly what the diffeience is, and by which 
It wiU be seen to be meiely a mattei of foim. Undei the old 
law, the accounts of the Bank would have stood thus. — 

£ 

20,242,786 
13,015,731 

Total lialiilities to the puhhc 33,258,516 


Circulatiou of notes 
Deposits 


Agdiiibt which would have been held a leseive of 9,329,841Z., 
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in bullion. Undei the new foims, the two depaitmcnts stand 
thus: — 

I88DE DEPARTMENT 

4 

Notes to the hanking depaitment, foi puhlic ciicula- 

tion, and foi the le'ene, against the deposits 22,801,100 

Against which notes, bullion is held to the amount of 
8,801,100Z, being the excess above 14,00O,O00Z, of secuiities 
In the banking depaitment the liability is— 


Against which aie held — 


Notes Rhich can he exchanged fm hidlion fiom the 

issue department 2,558,315 

Com . 628,741 

8.087,050 

Suppose the banking depaitment weie to conveit all the 
notes into bullion, which it has the powei to do, then the bul- 
lion would be held thus — 


Issue department , g 242 785 

Bankmg department , 3,087,066 

Total bnlUon .. . 9,329,841 

The piactical effect, theiefoie, of the new bdl is, to assign 
absolutely a resei ve of bullion against the leal ciiculation m 
the hands of die public, equal to whatcvci sum it exceeds 
14,000, OOOZ , which cannot be touched by the Bank, oi used 
foi any othei pui-pose, the lemaindei being assigned, what- 
ever It may be, to the payment of the deposits, wheieas, undei 
the old bill, the whole bulhon was held equally agamst all the 
liabilities By the old bill the bullion, amounting to 
9,329,84 IZ., held last week by the Bank, was held equally 
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against the ciiculation and the deposits, amounting togethei 
to 33,258,5161, whde, undei the new bill, 6,242,7851 is 
practically held against the ciiculation alone, and 3,087,0561. 
against the deposits alone 

If the now bill be inoie stringent than the old bill, it can 
only be because the amount of 6,242,7851 of bullion, which it 
compels the dll ectois to hold, is laigei than is necessaiy, in 
oidmary piudence, to place as a leseive upon a ciiculation of 
20,242,7851 , oi that, if the Bank dircctois weie conducting 
then business undei tlie old bill, tliey might with piudence 
reduce then leseive below 9,329,8411, to meet claims payable 
on demand amounting to 33,258,5161, From the action 
which, m foimei tunes, we have seen take place upon the de- 
posits, and the ciiculation undei a continued diam for the 
impoit of giain, and looking to the many leasons winch we 
have already given why that dram may be expected to be con- 
tinued foi some months to come (though theie may be a tem- 
poiary suspension), we aie cleaily of opinion that no piudent 
body of diiectors would allow then bullion to sink below that 
sum, and we have nevei lefiained flora expicssing our opinion, 
during the last thiee months, that the diiectois should have 
taken measuies at a much earhei peiiod to pi event it sinking 
even so low, excepting in induction of its liabilities 

Whethei the new bill has been moie sti urgent than the old 
bill, prudently managed, depends entirely, theiefore, upon a 
question of opinion, as to whether the Bank dnectois could 
prudently have suffered then bullion to go below 9,329,84U, 
as a guard against any laige pi obablc impoit of giam, upon 
deposits and circulation to the extent of 33,258,516/., we have 
no hesitation m expressmg the opinion, that after the expeii- 
ence of 1839-40, no body of directois could have been rash 
enough to have done so 

But while we cannot tiace any pait of the piesent piessure 
to the conduct of the Bank diiectois, or to the operation of 
the new Bank Bill, but simply to the uncon tiolldble and im- 
perative necessity of impoi ting large quantities of food at a 
time when we have no odiei means to pay foi it, but by draw- 
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ing upon oui leseive of banking capital, we would not theieby 
be undeistood to appiove of the coiuse the diiectois have pui- 
sued. Oui object is not to vindicate the Bank diiectois, but 
to keep public attention dnected to the sole and gieat cause 
of the deiaiigement. If the Bank dnectors have eired at all, 
of which we entei tain no doubt, it has been that they have ui- 
ci cased the piivate secuiities, by discounts of commeicial bills 
too fieely, consideiing how lapidly their leseive has declined, 
that they did not sufficiently eaily, oi to a sufficient extent, 
inciease the rate of discounts, which would have checked the 
demand upon them, and induced an impoitation of capital (if 
we may use the teim), foi investment in this countiy We 
think we need only to place befoie oui leadeis the following 
statement of the bills undei discount in each week, since the 
beginning of this yeai, and coinpaie those amounts with the 
leseive and the bullion, (the foiinei lepiesenting the poition 
of the lattei at the command of the baiikmg depaitinent,) to 
show that the public cannot, at least, complain that the Bank 
diiectois have withheld accommodation, but to eveiy piudent 
man, familial with banking, this statement will lathei show 
that the diiectois have iiici eased then secuiities, in the face 
of a rapid diminution of bulhon, in a way which but few 
bankeis would considei safe The following is the table, ex- 
tiacted fiom the Bank letiuiis of each week — 


Private Securities 
Jan 1 14,654,905 

— 8 15,071,820 

— 15 14,464,948 

— 22 14,450,711 

— 29 14,489,657 

Feb 5 14,106,072 

— 12 14,019,936 

— 19 15,071,256 

— 26 15,039,339 

Mar 5 15,819,148 

— 12 lb,905,705 

— 19 17,358,712 

— 26 17,650,874^ 

April 2 17,824,355 

— 9 18,627,116 

— 16 18,136,377 

— 23 17,111,001 


9,437,736 

8,920,397 

7,471,177 

7,269,311 

6,843,790 

6,432,343 

6,674,267 

6,575,174 

6,732,821 

6,711,809 

6,316,390 

6,217,261 

6,162,440 

6,671,258 

4,391,470 

3,463,628 

3,087,056 


Bullion 
15,066,691 
14,951,572 
14,308,022 
13,948,681 
13,442,880 
12,901,658 
12,287,737 
12,299,109 
12,214,761 
12,044,934 
11, •>95,535 
11,449,461 
11,231,630 
11,015,583 
10,246,410 
9,867,053 
9,329,841 


Rate of Discount. 
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Thus we see, while the bullion has sunk fiotn 15,066,691/ to 
9,329,841/., and the banking leseive fiom 9,437,736/ to 
3,087,056/., the bills undei discount have inci eased from 
14,654,995/ to 17,111,001/, and it will be seen that, Irom 
the Q2d of Jan., the bdls undei discount lose fiom 14,450,711/ 
to 18,627,116/., on the 9th of Apid, in the face of a decline 
of biilhon fiom 13,948,681/ to 10,246,410/., and without the 
slightest eflPoit being used to inciease the value of mone-y, by 
laising the late of discount. In the face of that demand, the 
late lemained a.t four pei cent during the whole peiiod. These 
facts are a sufiScient justification foi those who have, dming 
the whole of that time, been calling upon the Bank to increase 
the late of discount, and we aie satisfied, if they had done so 
at an early pel lod, and sufficiently much, the sudden shock 
which has affected confidence so much during the last foit- 
night, might have been avoided, and so the piessuie, though 
not avei ted, might have been mitigated 

We entertain a stiong opinion that it would be highly inju- 
dicious, undei the piesent cncumstances of the countiy, foi 
the diiectois of die Bank to allow the bullion to smk below 
its present amount, except by a corresponding reduction of 
deposits, 01 by a ledemption of its notes in the event of the 
tiade of the countiy leading to a contiaction of the circula- 
tion, and we are the more decided in that opinion, on account 
of the laige imports of giain which will be lequued dm mg 
the lemamder of the year To whatever extent moie bullion 
IS exported, it must be obtained, not by the Bank adding fin- 
thei to Its discounts, but by the public fading back upon then 
own capital. 

It IS probable that, fiom a variety of cncumstances, the 
pressure wdl be partially mitigated for a short period, but it 
IS impossible that any circumstances can occur which can 
aveit the consequences which must aiise fiom a deficient sup- 
ply of food, and die necessity m which we aie placed of making 
any sacrifice in oidei to obtain it, and it would, therefore, 
only be deceiving ouiselves to imagine any permanent relief, 
except thiough the means of strict economy and increased 
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production. We look foiwaid to tlie future condition of the 
commei ce of the country, and dmt of the labouring population, 
with much gieatei alaim than to the meie money maiket, foi 
past experience has pioved that the condition of capitalists 
may he lendeied easy, and the exchanges collected, wlule the 
tiade of the country continues to suffei severely for a long 
period after wards. 

It is our intention, m next article, to lay before the country, 
for its serious consideration, an extensive plan, by which the 
pressure may be in a very gieat degiee mitigated, and by 
which the tiade and mdustiy of the countiy may be saved 
during the next two yeais, fiom an extent of suffering and 
depiession of which it is appalling to think. It will be lemem- 
beicd that the full effects of the crisis of 1839 and 1840, weie 
not expeiienced to the full extent before 1841, and even 1842, 
long after the oiigmal causes had passed away. We have no 
faith whatevei m tempoiaiy palliatives, they may give mo- 
mentary ease, but they invaiiably piolong, and often aggravate 
the evil. We pledge ouiselves to piopose nothing that shall 
not be m the stiictest accoi dance with the most appioved 
pimciples, sustamed by experience, and that shall not be as 
advantageous as a peimanent measuie, as it shall be eflScacious 
as a euie foi the disasters with which the countiy is thieatened 
dm mg the next two yeais, fiom a smgulai and unpaialleled 
complication of causes. 

Meantmie, we ciave the caieful attention of our readers to 
this article, and to the fact, that the evil we aie laboiumg un- 
der IS an exhaustion of capital — a scarcity of commodiUes, 
which nothmg but economy oi mci eased pioductiveness can 
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The Cl ISIS — Its Chaiacter and Remedy — ^The Natuie of Capital and Functions 
ot Money —The Operation of a Pmely Metallic Cunency - How can the 
Cunency be Hcononaised ’ — ^The Currency of Hambuigh — ^Tlie Currency of 
France —The Currency of Russia, and its curious effects on the recent tran- 
sactions of the Russian Government — The Scotch System of Banking — The 
State of the Currency in England — ^The Pioposed Remedy for the Present 
Seaieityof Capital — The Substitution of Convertible One-pound Notes for 
a Gold Crreidation — May 8, 1847 

The awful piedxcanient in which die countiy is now placed, 
and the still moie awful piedicament into winch it is fast hui- 
lying, from causes over which human powei can now exeicise 
little 01 no dneet contiol, lenders it the mipeiative duty of 
all to exeit evei'y effbit of mind m older to aveit, oi, at least, 
to ameliorate, if possible, the disasteis which impend ovei us. 
But, above all, it is our duty, while suffeiing undei the 
seventy of a gieat pressure, to be caiefiil that we do not yield 
to mere empiiieal palliatives, which, while they may affoi d 
some immediate ease, must terminate in inci eased disoidei 
and the aggiavation of the evil At the same time, while 
this caution is necessary, it is om duty, as intelligent beings, 
to diacaid every prejudice which former abuses have cieated, 
and to bung all oui mteUect and expei’ience, uncrippled by 
preconceived notions, to oui aid. In fulfilment of oui pi omise 
m last article, we nowpioposeto lay before the country an ex- 
position of the only safe plan which can now be adopted m 
ordei to meet the extiaoidmary difficulties with which we aie 
beset — m which we pledge oui selves to piopose nothing that 
IS not in the strictest accoidancc with the most iigid punci- 
ples of safe finance, and supported by ample expeiience. And 
if, in the course of our exposition, theie should occui some 
propositions which jar with the piesent notions oi prejudices 
of the public, we must beg that diey will suspend then judg- 
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ment until they have carefully gone thiough it, and seriously 
consideied it as a whole. If our views upon these subjects are 
entitled to any confidence on the part of the countiy — if our 
wiitings for the last foui years entitle oui opinions to any 
weight — then, on these grounds, we claim from all a caieful 
and patient consideration of oui pioposals, befoie they peimit 
themselves to be piejudiced by any pie-existmg opmions, 
formed undei difieient circumstances. If we have any repu- 
tation foi economical science or commercial knowledge, we 
stake the whole of it for the perfect safety of every pait of the 
plan we shall now ventiue to propose. 

Theie was probably never a peiiod, at least, m modem 
times, when such a combination of causes existed, all tending 
to produce the most serious and the most complicated difficul- 
ties, as at this moment. Fust, we have, during the last thiee 
yeais, been engaged in expending oui capital, at a late in- 
finitely exceeding our available means, m the consti’uction of 
railways, which, howevei useful and beneficial of themselves 
as great and new machines foi economising time and laboui, 
and facihtating the tianspoit of goods, have absoibed the 
floating capital of the countiy to an extent beyond all propoi 
tion to out means, consistent with the demand upon it foi i e- 
producing or obtaining the ordinary commodities necessary 
foi the consumption of the country. During the last thiee 
years, the foimation of i ail ways, and other sinulai inteinal 
woiks, has been sanctioned by Paihament to the extent of 
TWO HUNDRED MILLIONS STERLING, and schemes amounting to 
about FORTY MILLIONS luore aie seeking foi its sanction in the 
present session Out of the two Hundred millions alieady 
sanctioned, as nearly as we can estimate, not moie than 
SEVENTY or EIGHTY MILLIONS have yet been expended. How- 
ever men may complicate that expendituie in their ideas, by 
the inteiwention of the money, used merely as the instrument 
for transferring commodities, or a command over them, fiom 
one to anothei — the simple fact is, that we have consumed 
commodities m the shape of food, clothing, lodging, &c., to 
the extent of eighty millions in lailways, which, though they 

Q 2 
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may facilitate the futme pioduetion of commodities, do not, 
at this moment, leplace them foi piesent consumption; nor 
do they furnish a means, of exchange, by which we can obtain 
them from foreign countiies In oidei to look at this subject 
faiily, and to undei stand it distinctly, we must put money out 
of the question altogethei (and it is a meie instiument of ex- 
change), and confine oui views entirely to it as a question of 
commodities. 

At a moment when we weie indulging m this exti’avagant 
course of exhausting oui floating capital — if out haivest had 
been imusuallypioductive, by which a gieat abundance of cheap 
commodities had been placed within oui leach — had the sup- 
plies of the law mateiials of oiu mdustiy been abundant and 
cheap, whereby we could have employed oui population and 
nulls m pioducmg cheap goods to exchange with foieign 
countries foi othei commodities which we lequue to impoit, 
such an inciease of wealth would have enabled us to go on 
with that extravagant expcndituie much longei But the 
veiy opposite is tlie case The haivest of 1845, and especially 
the potato ciop, not only in this coimtry, but m the whole of 
Western Euiope, was deficient, so tliat all the old stocks of 
giain and piovisions weie consumed in ekeing out the con- 
sumption up to the hai vest of 1846, which unfoi tunately pi oved 
even much moie deficient than the pieceding one The 
effects which these two bad hai vests, in succession, have pio- 
duced m this and the neighbouiing countries, duiing the 
past SIX months, are too well known to require any special 
allusion in this place. The mfluence which they have had m 
producing the piesent ciisis has already been so fully discussed 
in our columns, and is so fully appreciated, that we shall not 
now lose time by further considering them In about eight 
months, we have lost nearly seven millions of bullion, m ordei 
to satisfy an adverse exchange, arising immediately from the 
causes referred to, and that, while the liabilities of the Bank, 
payable on demand, have diminished but very little m pro- 
portion. In addition to the total destruction of the potato 
crop, and the failure of the other crops in Ireland, estimated 
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at 16,000,000/, and the extensive failuie — in many places 
the entile destruction — of the potato crop, and the deficiency 
of the bailey and oat ciops in England and Scotland, we find 
that the gieatei portion of Em ope was similaily ciicum- 
stanced Nevei, probably, at any foimer time, has the de- 
stiuctioii of ciops been so general and so complete. All aie 
famiLai with these great piominent causes, which have led to 
the present difficulties, and which pi css so seveiely on com- 
meiee at this moment. 

But much must always depend upon how far the causes of 
adversity have exhausted themselves. It is, theicfoie, of the 
fiist impoitance that we should* foim an accuiate estimate of 
the present state of those causes which aie so obviously in 
opeiation against us First, it would appeal that the most 
alaiming estimates of the deficiency of food in Em ope have 
not been exaggeiated, but have lathei fallen shoit of the 
tiutli that notwithstanding the enoimous and entnely unpie- 
cedented supplies which have aiiivcd fioni the United States, 
and fiom Russia (especially fiom Odessa), duimg the last 
eight months, they have not only been totally inadequate to 
satisfy the deficiency in this and the neighbounng countiies, 
but aie insufficient to pi event a still fuithei and serious ad- 
vance upon even the lecent extiavagant prices Everywhere 
thi oughout all the neighboui ing coimtries, the advancing state 
of tlie maikets — in Fiance, Belgium, Holland, and Germany 
— proclaim the most intense scarcity. And what is oui con- 
dition at home ? Ireland we put out of the question as a 
settled point, lequning to the fidl the whole public expendi- 
tuie, to which the Government is comimtted, and which must 
be derived fiom the future mstalments of the eight millions 
loan, absti acted from die general capital of the couiitiy, ex- 
hausted as It now IS, but besides which a fuither enoimous 
sum must be contiibuted by all the classes m Ii eland, who 
are not partakers of the Government bomity, for their share 
of the imported gram and provisions But what is the con- 
dition of this country otheiwise? With our bullion reduced 
to a point, below which it cannot safely be pcimitted to fall, 



204 


ARTICLE XVl 


there is no evidence whatevei that oui impoits of giain, gieat 
as they have been, are suflScient to make up the deficiency of 
oui ov/n stocks. On the contiaiy, theieis everywhere at this 
moment thioughout England a sti’ongei evidence of short and 
deficient stocks of giain, including Biitish and Foieign, than 
at the same peiiod for many years past. The best and 
largest wheat-gi owing districts are drawing supplies from the 
sea-ports foi their own milleis, who appear at Mark-lane and 
Liveipool foi that purpose. Oui short stocks have been re- 
cently much aggiavated by the expoitation of British wheat, 
this having been a cheaper market than any of those m the 
immediate vicinity. Dming the foui weeks ending the fiist 
of May, no less that 88,000 quaiters of English-grown wheat, 
and 50,000 quarters of foieign wheat, were shipped firom this 
country to France, Belgium, and Holland. Except Russia, 
Egypt, and the United States, there are no countries m the 
world able to spare any quantity of giam worthy of mention , 
and for the surplus of those quarters, there are nearly one 
hundred milhons of people now waiting, m this and the adja- 
cent countries. One of two thmgs must now occur. Either 
the prices here must iise much above their present rate, or 
the foreign supplies must be very laige. Of course, in pro- 
portion to tire advance of puce will the effort be made to send 
foreign supplies, and just in proportion as foreign supplies 
arrive must the exchanges be rendered adverse, and the de- 
mand for bullion or otliei commodities become greater. 
Another circumstance which will aggravate the scarcity of 
grain, will be the absence of our usual extensive supplies of 
piovisions fiom Ireland, which do not there exist m any form, 
and which must be made up by increased importations from 
the Umted States, again tending to aggiavate the adverse state 
of the exchanges In this serious predicament, our prospects 
are rendered stdl worse, by the fact that dre season is ex- 
tremely late, and that, be the weather henceforth what it may, 
we must have a late haivest, a serious fact in two respects — 
fiist. It imposes upon our insuflScient resources for this season 
the necessity of supplying the consumption of all Europe — for 
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all are alike late — ^foi a month oi six weeks loiigei than if we 
had had an eai ly harvest ; and, secondly, because a late ci op 
IS exposed to dangei. In the south of Fiance, the failuie of 
the lye ciop is already consideied almost a certainty. In this 
position, we must see that supplies are yet required for nearly 
five months’ consumption. Up to this time, the supplies fiom 
the United States, though upon a scale without any former 
precedent, have had no effect in preventing a lapid advance ; 
and if they aie foi the next foui months sufficient to pi event 
a mateiial fuithei advance, itwiU be most fortunate foi the 
country, at whatever saciifice they may be obtained. As le- 
gaids the geneial wealth of the countiy, and oui ability to 
pay for impoited corn, the loss of the ciop in Ii eland has been 
fiiithei aggiavated by die almost total suspension of produc- 
tive laboui m that country. 

If, in this state of matteis, we had a laige stock of otlier 
commodities required for consumption, such as sugai, tallow, 
§•0 , and of the raw materials lequhed to sustain oul industry, 
such as cotton, wool, flax, § c , so that we could, foi some time, 
suspend any fmthei impoit of them, and so thiow the pur- 
chasing powei of our exports moie exclusively upon corn, it 
would be some ease. But here again we meet with an evi- 
dence of a reduced capital, by a small stock of these commo- 
dities, of which we irmst import even more fieely than we have 
done foi some time past. The failure of the cotton crop in 
Ameiica is a misfoitune scarcely second to that of the corn 
crop ; for, being the mateiial on which the laigest portion of 
oui laboui IS employed m producing articles of export, a large 
poitioii of our people aie lendeied unproductive at a moment 
when then laboui, oi, in other words, its pioduce, is most le- 
quiied to pay for the food they consume, and thus another 
gieat difficulty aiises m making our foreign payments. But 
even here this peculiar difficulty with regard to the short 
ciop of cotton does not end. The cotton which will be im- 
poited this year may be nearly the same in quantity as last 
yoai (oiie-third of the consumption of last year having been 
taken liom stock on hand at the beginning of the year), but 
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at a price at least fifty pet cent higher. Thus, compared with 
1846, we must pay to America from fow) to five millions 
sterling moie for oui cotton in 1847 than in 1846. 

So far, then, oui difficulties aiise entirely fiom a scaicity 
of the commodities which we lequire for consumption, or of 
those which would be exchanged foi them. But theie aie 
some considerations of a purely financial kind, of gi eat im- 
poitance, which it may be well here to refer to, as likely to 
have a seiious effect upon our condition, in the piesent low 
state of the bullion and the le&eive in the Bank of England. 

First — Duiing the next five months, the whole of the le- 
mamdei of the eight millions loan for Ireland will be ab- 
sti acted fiom the capital of the countiy, and being chiefly, if 
not wholly, destined foi the purchase of piovisions, will in 
reality be sent out of the countiy to meet our foreign pay- 
ments. The money, it is true, goes to Ireland fiist, where it 
IS expended for piovisions, chiefly imported fiom abioad, and 
fiom the dealers, but it finds its way back to England, to 
pay the hills drawn against those shipments of foreign giain 
fiom abioad, and is tiansmitted to the United States, to pay 
the balance of tiade cieated by the imports of food. The 
gieatestpait of the eight millions loan will, theiefoie, be an 
absti action of the capital of the countiy to meet foreign pay- 
ments 

Second. — At the conclusion of the session of Paihament, the 
1 ail way bills now befoie Paihament will be either passed or 
withdrawn, and the deposits at piesent lying with the Bank 
of England, amounting, we believe, to about thiee millions, 
will be withdiawn, and the piesent deposits of the bank re- 
duced by that amount Another poi tion of those companies, 
who have invested then deposits in securities, amounting, we 
believe, to about one million, will probably then requiie to 
dispose of them, so that funds to die amount of four millions 
will have to be dealt with. It is Uue that, so fai, this is a 
meie tiansfei of capital, in the fiist instance, fiom the Bank 
ol England to the private bankeis of the vanous companies , 
but It IS capital, which, being now locked up, though used by 
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the Bank, will then be liberated, and eithei expended by the 
companies oi divided among the shaieholdeis, in eithei of 
which cases some consideiable portion of it will be applied 
to foieign payments, and if not immediately, yet ultimately, it 
Will be m effect the Bank repaying a laige poition of these 
deposits m bullion. 

Third — The most important difficulty which immediately 
impends ovei the money market, and which cannot fail to 
cieate gieat uneasiness until it is disposed of, is — that, on the 
21st instant, Exchequer bills to no less an amount tlian 
9,000,000/ fall due. Now it is certain that, at the piesent 
late of inteiest, no poihon of that sum can be kept out, and 
that the whole will be sent in for payment unless the rate of 
inteiest be very much laised. At the piesent moment, dieie 
a'ebuyeis of these secuiities only at ten shillings di&coTxat, 
Foi some time past it has been evident that the amount of 
Exchequei bills upon the market has been gicatei than has 
been lequiied foi the select purposes for which those securi- 
ties ai e usually held, and the most economical plan for the 
Chancelloi to have piusued would have been to have funded 
a portion of them at the time he raised the inteiest, by which 
means the remaindei might have been kept at die present, oi 
at a fuithei small advance in the late of interest. As it is, 
the holdeis of the 9,000,000/, due on die 21st mst., will le- 
quiie a veiy laige mciease of interest to induce them to ac- 
cept new bills m place of cash. There aie three coiuses open 
to the Chancelloi of the Exchequer. Either he may offer 
such a late of inteiest as will induce the holdcis to letain 
the bills, which will be fully one pei cent above the rate at 
which the Government is lending then money — or be may 
fund an amount equal to the bills now falling due, which 
could only be done on very disadvantageous teims, and which 
Avould cause a consideiable fall in consols — or he must be 
piepaied to pay them off. The lattei is impossible in die 
piesent state of the public accounts 

But with this inci easing expendituie, what aie oui pros- 
pects as to income? It only leqiiiies that we should leflcct 
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upon the piesent condition of tiade, and the rapid incieasc in 
tlie niimbei of unemployed aitisans in the manufactuiing dis- 
tiicts, to understand to what extent a i eduction may be looked 
for m the customs and excise duties, piobably not immediately, 
but towards the close of the yeai , foi, as we have seen on all 
forinei similar occasions, as the duties aie m the first place ad- 
vanced by the impoiters and dealers, it is some time before a re- 
duction of consumption tells upon the revenue. Under the pre- 
sent high price of food, with a certainty of its continuance for 
a long period to come — with a scarcity and high pi ice of the 
chief raw matenal of our manufactuiing industry, forming, 
as cottons do, about one-half of our entire exports, with the 
monetarial derangement which exists, and which must sooner 
or later, if it continues, lead to such a depreciation of property, 
and, moie especially, in railway stock, as will tend to shake 
individual credit, — looking at all the circumstances influ- 
encing our piesent and piospective position — it is impossi- 
ble not to feel the most intense anxiety as to the ultimate 
results. 

Such, then, are our difficulties. By what measures shall 
they be met? Temporary expedients would not infuse confi- 
dence, would not even give immediate relief, but might ulti- 
mately seriously aggravate the mischief. All proposals foi an 
mciease of cuirency aie mere illusions. It is not a question 
of deficient curreticy, it is a question only of deficient capital^ 
01 , in other words, of commodities, and anything that does 
not increase the quantity of commodities can be of no use 
whatever. It must either be, theiefoic, by mci eased economy 
of the commodities within our leach, or by the creation of 
new commodities, that any relief can be afibided. The com- 
mon talk IS, that there is too little curiency — that there are too 
few lanh notes. The error thus committed will be best shown 
by examinmg the course of the Bank accomits dm mg the last 
eight months, during which peiiod the Bank has inci eased its 
advances on bills discounted by upwards of six millions^ while 
the circulation of notes has not increased at all. On the 18th 
of September, the amount of bills iindci discount by the Bank 
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was 12,321,816/, and the amount of notes in cnculaLion was 
20,922,232/. Fiom that peiiod theie has been a gradually 
increasing demand foi money, and applications foi advances 
and discounts have been piessing upon the Bank, so that, on 
the 5 th of Apid, the amount of bills under discount bad in- 
cieased to no less than 18,627,116/., but the amount of notes 
in circulation, notwithstanding this mci eased amount of ac- 
commodation, was only 20,815,234/., so that, in reality, while 
the Bank had inci eased its advances to the public by 
6,306,000/., the bank notes in circulation had lathei dimin- 
ished. What the public lequned, during all the peiiod le- 
feired to, was capital, and not circulation, and, dierefoie, 
when they obtained discounts fiom the Bank, although paid 
in bank notes, yet those notes weie soon returned to the Bank 
in exchange foi bullion, which is a poition of the absolute 
capital of tlie Bank. So that when the Bank discounts bdls, 
although It issues papei in the fiist place, it must look upon 
such tiansactions pieciscly the same as if coin weie given foi 
them. If it would not be convenient to give com, it cannot 
be prudent to advance notes, convertible into coin. If the 
Bank were to discount tioo millions extra to-moiiow, it would 
not sensibly add to the cnciilation, or the quantity of notes, 
but It would be found immediately to act in a leduction of 
the bullion. The Bank may increase oi dimmish its advances 
of capital at pleasuie, but it cannot increase the circulation of 
notes at will, noi can it diminish them until the deposits, which 
can be acted upoIT at pleasure, ate' reduced to' the lowest 
point. This IS a point well deseivmg of attention, for, fiom 
this confusion of capital and cwncncy, a gieat poition of the 
popiilai eiiors on these subjects is founded. The facts 
alluded to aie so instructive, that we wiU place them m com- 
paiison — 


Bills under 
Discount 
£ 

Sept 18,1840 12,321,816 

April 5, 1817 18,627,116 


Bank notes in 
Circulation, 
£ 

20,922,232 

20,815,234 



The truth is, that we laboui undei the disadvantage of a 
great scaicity of commodities, which can be piocuied only in 
exchange foi other commodities, and as such by bullion. But 
we have pai ted ah eady with as much bullion as we have to 
spaie; and of other commodities, owing to their scaicity, the 
puces are geneially not low enough to enable ns to expoit 
them to a foreign maiket Our capital is inconveniently di- 
minished It behoves us, then, to see if there is any pai t of 
It which IS at piesent idle and unpioductive, and which could 
be called into active seivice. This is a moment when economy 
on all hands must be studied, and especially is it mcumbent 
upon us to see that none of oui exchangeable commodities aie 
unpioductive and useless. 

Theie aie various modes by which we have already done 
much to economise capital By the system of banks of de- 
posit, all the spaie capital, from day to day, is collected from 
the public, and foims in the hands of bankers a laige fund, 
with which they make advances to those who are willing to 
pay foi them, by discounts and otheiwise. Without this sys- 
tem, all this fund would be scattered thiough the country in 
small sums, locked up m chests oi cash boxes, and leinain ab- 
solutely idle. The economy so accomplished is just the same 
as if so much additional wealth weie added to the country 
Anothei source of economy has been the substitution of papci 
foi coin, the formei being conveitible into the lattei at plea- 
suie, a sufficient quantity of which being always kept on hand, 
in Older to secme such convei tibihty Wliatevei amount of 
capital has been saved by these means, has been so much ac- 
tual addition to the commodities of the country, and has in- 
' creased to that extent oui power over the commodities of 
other countries by means of exchange In order to see if 
thei e IS any fur thei important economy which we can safely 
avail ourselves of, let us shortly institute an examination into 
the natuie of capital and the functions of cuiiency. 
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NATURE OF CAPITAL AND FUNCTIONS OF MONEY. 

That we may be able the moie clearly to discovei wlietliei 
we possess any safe means of furtbei economising the capital 
of the countiy, oi lendeiing it moie elfettive, let us sboitly 
examine the vaiious steps by which wealtli advances, and the 
laws by which commodities constituting that wealth are dis- 
tributed. 

Capital consists only of those commodities which each man 
saves fiom his annual pioduction. until such accumulation 
takes place, theie is no capital. The fiist step, therefoie, in 
the foimation of capital is, that a man does not consume all 
he pioduces. Tlie next step which expeiience has taught the 
woild IS, that division of laboui, moie than any thmg else, 
aids and facilitates tlie powei of accumulation. That a man 
occupymg his whole time at any one employment, will pro- 
duce more, and that moie perfectly, than if he was pioducmg 
a variety of articles. But the adoption of this piactice ne- 
cessar ily led to the necessity of an exchange of commodities 
between the different pioduceis. Each membei of a commu- 
nity finds that he can procure any paiticular article at less 
cost of laboui, by exchangmg tlie article that he himself makes 
with what he lequiies, dian by making it himself. Hence, 
each man labours at one class of production, and exchanges 
with others the suiplus of his pioduce foi so much of the sm’- 
plus ai tides of each of his neighboms as he requires foi his 
own use A division of laboui, theiefoie, immediately led to 
the system of barter 

The difficulty and trouble of always ascertaining the relative 
value of vaiious commodities, which of course was always 
changing m proportion to then supply and demand, led to 
great loss of time and inconvemence A cwt. of sugar might 
be woi th a quai ter of wheat at one time, and by sugar be- 
coming scarcer, or by wheat becommg more abundant, it 
might at another time be worth a quarter and a half. Just in 
piopoition as articles weie subject to sudden and gieat m- 



Cl ease of supply oi of demand, it is obvious would their ex- 
changeable value with othei ai tides fluctuate. It became, 
theiefoie, evident, that if any one commodity could be found 
that neithei fluctuated m its supply oi demand, and, therefoie, 
retained one uniform and unchanging value, it ivould be an 
enoimous economy of time and laboui, to adopt that commo- 
dity as a standaid m which the value of every othei aiticle 
should be expressed. No such article, however, did in leality 
exist, but the closest appioximation to it was found m the 
piecious metals — ^gold and silvei — 'Whieh have been lespec- 
tively adopted as standards by which the value of evciy othei 
aiticle IS expiessed oi measured. The mtiinsic value of gold 
and silvei, hke all othei commodities, is regulated solely by 
the laboui expended in procuring it After the standard of 
value was agieed upon, no mote diffiulty could aiise as to the 
relative value of other commodities, even though the system of 
baitei had been adhered to. If a man had two quarters of 
wheat to exchange foi sugai, he knew how much gold his 
wheat was woidi, and he would receive as much sugar as was 
worth the same quantity of gold. But it was soon found that 
the exchange of commodities would be fiuthei greatly facili- 
tated by tire introduction of a general medium of exchange, 
as well as the adoption of a standai d of value. The same 
commodity which had been adopted as a standaid of value, 
offered, on many accounts, the best medium of exchange, the 
qualities of which must be, that it always conforms m value 
with the standaid, that it presents m itself the greatest value 
in the smallest bulk, and is, therefoie, more easy of transpoi t, 
and that it is less than any other artrde subject to decay m 
the use But the whole object of the adoption both of a 
standaid of value and of a medimn of exchange, is to facili- 
tate the exchange of commodities they are simply instruments 
to that end, and no other. But it is plain that the quantity of 
the circulating medium necessary for a country will not depend 
upon the quantity of commodities which it possesses at any 
time, but by the rapidity with which they are exchanged. A 
circulating medium, theiefoie, nevci can alter oi control the 
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nitiiiisic value of commodities, but being an instiument only 
foi then exchange, must be conttolled m its quantity by the 
commodities, the exchange of which it I’epresents, 

When gold had thus been adopted, first, as a standai d of 
value, and next, as a cnculatmg medium, anothei step soon 
suggested itself, by which a still finther facility could be ob- 
tamed in conducting die exchange of commodities. A gieat 
deal of tune was consumed m weighmg and assaying the gold 
presented in payment, and in calculating any difference which 
Its quality boie to the standaid quality. In oidei to get iid 
of tins difficulty, the system of money was invented, by which 
the metals were coined in pieces of a certain weight, and of 
ceitam fineness, beanng the stamp of the mint as a guarantee 
foi the weight and fineness, so that, in all oidinaiy transac- 
tions, the simple operation of counting leheved the public of 
all the trouble of weighing and assaying We have thus seen 
tliat die steps in the cieation of capital, and the estabhshment 
of a cuirency, aie these — 

First — All capital is the saving or accumulation of laboui . 

Second — To facilitate this accumulation, a subdivision of 
laboui, by winch each man adheres to one employment, 
was adopted 

Third . — That diis led to the necessity of baiter. 

Fourth — That, in ordei to facditate barter, one commodity 
was fixed upon as a standaid, m which the value of 
all others should be expressed. 

Fifth. — That, fiiithei to facilitate the exchange of commo-. 
dities, the standard of value was adopted as the me- 
dium of exchange. 

Svsih — ^As a further facility, the commodity used as a me- 
dium of exchange was coined into pieces, of a given 
uniform weight and fineness, guaranteed by the stamp 
of the mint, called Money. 

Now, heie we would claim the special attention of the read- 
er to a fact which has been much ovei looked, even by those 
to whom all the above propositions are perfectly plam and fa- 
miliar. In a state of baitei, commodities will be supplied to 
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a community just m propoition as they aie lequued for oidi- 
naiy uses, gold and ailvci will be impoited in exchange for 
the pioduce of the countiy just in piopoition as they aie re- 
quired for the ordinaiy uses of plate, ornaments, &c. But 
when a countiy is so far advanced tliat it detei mines to adopt 
gold as a standaid of value, and as a cnculating medium, it 
must be piepaied to give up and devote to that pui pose a cei- 
tain poi tion of its capital or accumulations. The money cii- 
culatmg m a country is a ceitam poition of the capital of the 
country, absolutely withdrawn fiom pioductive purposes, in 
Older to facilitate oi increase the productiveness of the remain- 
der. A ceitam amount of wealth is, theiefoie, as necessary, 
in order to adopt gold as a circulating medium, as it is 
to make a machine in oider to facilitate any other produc- 
tion. The process is this — Suppose in a countiy a system of 
barter existed. The commodities pioduced ovei and above 
the consumption of the country, would be sent abroad and 
exchanged foi foreign products, to the extent and m the pro- 
portion as each commodity was usedm the exportmg coiuitiy. 
Among the articles so imported would be gold and silver j but 
only to' the extent to which the community reqmred them for 
general use, for plate, oinaments, &c In such a state, let a 
countiy determine upon adopting gold money as a circulating 
medium. It is quite clear, if the countiy does not pi oduce 
gold, a sufficient quantity must be imported for that puipose, 
and m ordei to do this, a conespondmgly larger quantity of 
the commodities produced at home must be exported, m oidei 
to obtain the leqmsite quantity of gold, which is to be used 
as an msUument for the exchange of commodities m general. 
The commodities, theiefore, which are thus expoi ted foi such 
gold are so much absolutely absti acted from the general cap- 
ital of the countiy, m Older to facilitate the exchanges of the 
remainder, and the expense of supportmg such a cuirency is 
borne by the community, just m proportion as they use it, m 
the following way — The whole of the money m use is scattered 
over the community^ but no one receives any interest foi what 
he holds, If he borrows, he pays interest, but for any portion 
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which he holds m his possession he leceives none. It it is his 
own money, leceived m exchange foi his own laboui oi pio- 
duce, as long as he keeps it m his possession he i eceives no 
interest. Thus the money actually m cii dilation at any tune 
IS totally unpioductive, and it is an expense winch the com- 
munity go to, in 01 del to lendei the lemaindei of then capi- 
tal moie pioductive, by facilitating exchanges, On this ac- 
count, the smallest quantity of money consistent with the con- 
venience of busmess will, as a lule, be kept in cii dilation. 
Adam Smith desciibes money as beaiing a resemblance to 
machines oi mstruments foi facilitating production, thus — 

Firat, aa those machines and insti aments of trade, &c , letimre a certain es- 
peuse, hrst to erect them, and afteiwaids to support them, both which expenses, 
though they make a part of the gioss, are deductions fiom tlie neat revenue of 
the society, so the stock of nionev which cuenUtea in any coimtij must requiie 
a certain expense, hrst to collect it, and afternauls to support it , hotb which ex- 
penses, though they make part of the gross, arc, in the same manner, deductions 
from the neat revenue of the society A certain quantity of vei y valuable raatenals, 
gold and sil\ er, and of very curious laboui , instead ot augmenting the stock re- 
seived for imnicrhate cnnsiimption, the snhsisteiice, coiivemeuoes, and amuse, 
ments of individuals, is employed m supporting that gieat hut expansive instru- 
ment of oommeice, by means ot which eveiy individual in the society l,as hia 
subsistence, oouveniences, and amnseuieuts, regulail) distiihuted to him ni their 
proper pioportions 

Secondly, as the machines and instruments of tiade, &c , which compose the 
fixed capital either of an individual 01 of a society, make no part either of the 
gross or ot the neat levenue of either , so money, by means of which the whole 
revenue of the society is regularlj distiihuted among all its different uiembm, 
msl cs itself no part of that revenue The great wheel of cuculation is altogether 
different from the goods which aie ciiciilated bj means of it The revenue of 
the society consists altogether m those goods, and not in the wheel which circu- 
lates them In couiputuig either the gioss oi the neat revenue of any society, we 
must always, fiom then yvhole annual circulation of money and goods, deduct 
the whole value of the money, of which not a single foi thing can ever make any 
part of either 

Money, therefore, the great wheel of circulation, the great instrument of com- 
merce, like all othei mshnments ot bade, though it makes a part, and a very 
valuable part, of the capital, makes no pait of the revenue ot the society to which 
it belongs , and though the metal pieces of which it is composed, in the course 
of their annual circulation, distribute to every man the revenue which properly 
b longs to him, they make themselves no part of that revenue 

Thirdly, and lastly, the machines and instiumenta oftiade, &c , which compose 
the fixed capital, beai this further resemblance to that part of the circulating capital 
which consists in money , that as eveiy saving in the expensf of erecting and 
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suyiioiUug those maeliiiies, which does not ihminish the pioductive powers of 
laboui, IS an mipiovement of the neat levemie ot the society, so every saving hr 
the expense of collecting and supporting that part of the cnciilating capital which 
consists m money, is an impioiement ot exactly the same limd 

We thus see that, in maintaining a gold cunency, the 
countiy absolutely loses not only the whole interest of 
so much capital, but also a sum equal to the wear and tear of 
the coin. Any means, therefore, by which the currency can 
be economised, by which the same facilities can be witli equal 
mtmntxj and safety peifoimed without the use of com, offers 
means of absolutely adding to the available and pioductive 
capital of the countiy Without the adoption of such econo- 
mical facilities, the wealth of a countiy would be eiioiinously 
letaided Suppose that, foi eveiy tiaiisaction iii business, 
com weie actually used as the medium of payment, the 
amount of capital oi commodities diat it would be necessaiy 
to pait with, in oidei to impoit a sufficient quantity of that 
metal (even weie it possible to get it), would be enoinious, 
and by such an addition to the coin, the countiy would be 
coiiespondmgly impoveiished, oi, in othei woids, depiived of 
the oidinaiy quantity of the othei commodities of geneial 
consumption, which would have been mipoi ted had not the 
gold been leqimed Bills of exchange, when used to pass 
goods fioni hand to hand, and the use of cheques upon bank- 
eis, by which the command over money is tiansferied from 
one to anothei, aie the chief and most extensive means used 
by mei chants themselves to economise the use of money. But 
the most impoitant and most peifect means foi effecting such 
economy, has been the substitution of bank notes, payable on 
demand. 

But It is peifectly plain that no substitute foi com can be 
peifect 01 safe, that does not m eveiy lespect perfoim exactly 
the same opeiatioiis, that does not follow the same laws in the 
! fluctuations of its quantity, and that does not in eveiy lespect 
I conform to the com itself Admitting this principle in the 
! most imqualifled way, in oidei to enable us to test the quali- 
ties which any substitute should possess, let us shoitly examine 
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what aie leally the ofEces peifoimed, and the chaiactei ot 
the fluctuations which take place, undei apuiely metallic cui- 
lency 

THE OPEIIATION OE A PUKELY METALLIC CURRENCY 

If we used only a metallic cuiiency, the business of the 
Bank of England would be precisely the same as that which 
IS now conducted m the banlang depaitmeiit The issumg of 
papei constitutes no necessaiypait of the business of the Bank 
of England oi any otliei Bank. The business of all banks in 
such ease, which would be the same as many banks at this 
momentj would be to leceive deposits of money fiom the pub- 
lic, foi its safe keepmg, and, as their agents, to make whatevei 
payments they oideied But, as a banket must incui a gieat 
expense foi the convenience of his customeis, he is allowed 
to use such portion of his deposits in discounting bills, or in 
holding inteiest-beaiing secuuties, as he can, with safety to 
himself, consideimg his liability to pay these deposits on de- 
mand. By this means the bankei acquiies a fund, in addi- 
tion to his own capital, by which he can advance money to 
such of his customers who reqmie to borrow it, taking what 
he considers good secuiity for its repayment; and the piofit 
which he thus deiives enables him to peifoim the business of 
his customeis without any chaige. It is, howevei, evident 
that the fiist consideiation foi a bankei must be, that he at all 
times should keep such a quantity of his money unemployed 
as will meet any piobable demand upon him — that this quan- 
tity must have a leference, fiist, to the eiitiie amount of de- 
posits which beholds, and next, to the ciicumstances which at 
any paiticulai peiiod rendeis it likely that his customeis will 
lequne moie than usual of tlieii money. 

With a puiely metallic ciiculation, the Bank of England 
would have its own capital and the deposits of its customeis 
only to deal with The deposits would be made in coin only 
(oi m bullion, by an aiiangement foi that purpose, by which 
the Bank would leceive bullion at a small reduction from 

R 2 



Its value in com, to pay foi die trouble and loss of time m 
sending it to the mint to be coined, as at piesent) In addi- 
tion to Its own capital, the Bank uses such portion of its de- 
posits as expel lence pioves to be safe and prudent, in public 
secui ities and in discounting bills of exchange The depo- 
sits of the Bank m diis case would vaiy as they do now, just 
in propoition as the unemployed money of the community 
inci eased oi diminished Gold is a commodity which is im- 
poitcd, like othei commodities, only when it ofPeis to the 
merchants the gieatest inducements As long as wool, oi 
silk, or tallow, or any other commodity is scaice at home, and 
oifeis a piofit to import, no mei chant will buy bullion, but 
wlien the stocks of all othei commodities are so full, that the 
prices at home aie such that it will not answei die puipose of 
the mei chant to impoit them, then he has lecoursc to bullion 
as the most pi ofitable retui n So that bullion is never im- 
poited except when the stocks of othei commodities are large, 
and then relative puces m this countiy and othei s such as 
will not remuneiate the impoitei Then bullion is taken as 
the best mode of balancing the exchanges The merchant, 
importmg gold, places it in the Bank of England, as the 
merchant impoitmg wool places it in the London Docks 
But the use which die Bank may make of the gold vlnlo they 
hold It, enables them to do so without any charge for rent oi 
iisk, while the Dock company, having no use of the goods 
placed m then hands, chaige a lent. The piocess, theiefoie, 
of an mciease of deposits in the Bank, would always infei a 
gieat increase of the stock of othei commodities hcfoiehaiid , 
that is, m shoit, a geneial abundance of capital. A deciease 
of the deposits of the Bank would mfei exactly the opposite 
state of dungs If we lequiicd to impoit commodities fiom 
abioad, we should fiist send such other commodities as boie a 
piodt, the puce of which, fiom then abundance here, was 
less than the puce abioad, and it would not be until our 
geneial stocks of othei commodities were so much i educed, 
and the puces wcie so high, that no piofit would be cleiived 
fiom their export, that gold would be sent to make a foieign 
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payment So that, as an influx ot gold implies a gieat abund- 
ance and low puce of all othei commodities, so an expoit of 
gold implies a gieat scaicity and high puce of all othei com- 
modities As a commodity, the puce of gold is so umfoim 
in all places, and at all times, that it is seldom used as an 
at tide of commerce between nations, except under the peculiai 
circumstances desciibcd, oi, in othei woids, to balance the 
exchanges of othei commodities. When, theiefoie, the depo- 
sits in the Bank weie mci easing, it would be an evidence of a 
gieat abundance of those commodities which constitute the float- 
ing capital of the countiy, and when they w'eie deci easing, it 
would be an evidence of tlie gieat scai city of such commodities 
The deposits held by the Bank would be a fund altogether 
different fiom the com m ciiculation, ovei which the Bank 
could exeicise no immediate c,ontio\ Suppose a community 
requited a circulation of twenty millions to perfoiin its In- 
tel nal opeiations of business, and that that quantity of com 
was in ciiculation, tlieie would be no possibility, on the pait 
of the Bank, of mcieasing that amount of ciiculation, as long 
as only the same amount of tiansactions was performed, for 
no one would take money fiom the bank, and pay mtciest foi 
It, to keep It idle m his possession If, undei those circum- 
stances, the Bank weie able to inciease the amount of their 
advances, by discounting moie bills than weie sufficient al- 
ways to letuin into the channels of ciiculation, the same 
amount as flowed m fiom day to day, eithei as payments of 
formei advances falling due, oi as deposits on private accoimts, 
01 in payment of the levenue of the State, always supposing that 
the ciiculation had been exactly sufficient foi all inteinal ex- 
changes befoie , then such further advances made by the Bank 
could only be, eithci foi the puipose of tiansmitting the bul- 
lion abioad, oi foi the puipose of using it as an aiticle of 
manufactuie, foi plate oi ornaments Such advances, theie- 
fore, would not add to the ciiculation, but would be a i educ- 
tion fiom the capital of the Bank, until replaced, when the 
security on which the advances had been made became due. 
And as the Bank cannot add to the ciiculation bymei elyincreas- 

11.3 
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mg Its lisual advances, so neithei could it diminish the circula- 
tion by withholding such usual advances, as long as so many 
pel sons held deposits with then bankeis, upon which they could 
diawatpleasiiie. Any attempt on the paitofbankeis to contiact 
the circulation below the lequiied amount would immediately 
lead to a i eduction of the deposits , and, until such deposits 
were i educed to the lowest point, would prove unavailing. 
We are all along refenmg to what would take place with a 
puiely metallic cuiiency. But theie aie means by which a 
laigei cii dilation maybe induced in the one case, and a 
smallei one m the otliei case. At a period of gieat plenty 
and abundance, we have already seen that the deposits m the 
Bank would increase, in consequence of an unport of bullion. 
The difficulty to employ the deposits to the extent to which 
the Bank would judge it safe to do so, would mduce it to 
lower the late of discounts ; and this at a moment, too, when 
the cheapness and abundance of commodities would be tend- 
ing to cieate an increased demand for the manufactuies of the 
country, owing to then cheapness , the two causes combining 
— a greater demand for cheaper commodities, and a lower 
charge for the use of money — would lead to a more extensive 
tiade, and fullei employment, and thus the quantity of ciicu- 
lation lequiied would be greater, but all tliat the Bank can 
contiibute towards such a result, rs by reducing the rates of 
interest, which is of itself one of the component paits of the 
calculation of eveiy commeicial operation. 

To the way m which a contraction of the circulation, weie 
it purely metalhc, would take place, wc claim especial atten- 
tion, as being very important to our considerations hereaftei 
We have already shown that an export of gold occuiswhen 
we have such a diminution in the stock of commodities gene- 
lally, that it becomes unprofitable to export them to a suffici- 
ent extent to pay for our imports. From whatever cause this 
scarcity of commodities at home proceeds — whethei ftom a 
very undue mvestment of the floating capital of tlie country 
in public woiks, which had stimulated an enotmous consump- 
tion of everything, without repiodiicing the same commodi- 
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lies, 01 anything that would exchange foi them — or whetliei 
fiom a great deficiency of our own ciops at home — or whethei 
fiom a great deficiency of the ciops, and, consequently, the 
seal city and high pi ice of those raw mateiials, by which our 
manufactuiing industiy is kept employed — or whethei fioin 
all these causes combined — it is the most cei tain evidence of a 
diminished floating capital. At the commencement of such a 
peiiod, let us suppose that the Bank accounts stood thus — 
Capital 14 500,000 Got cuimeiit Seem itius 10,000,000 

Rest 3,501,000 Bill, of Excliaiigp 12,000,000 

Deposits 12,004,000 Bullion or Com 8,000,000 

30,000,000 30,000,000 

This would have been neaily the state of the Bank six 
months ago, leaving out of consideration its issues of notes 
altogethei, and supposing a puiely metallic ciuicncy. The 
Bank would have advanced 22,000,000/. of com on Govern- 
ment secuiities and bills of exchange, retaining 8,000,000/ 
unemployed as a lescive. But as then only liability would 
have been that of 12,000,000/. to depositois, the leseive of 
8,000,000/ would be coiisideied much too laige, and a low 
late of mteiest would be chaiged to tiy to employ moie of it, 
probably three pei cent In this state of things, a pciiod of 
scarcity has set m — om irapoits aie met easing, and a demand 
foi capital exists to pay foi them The Bank is willing to 
discount at theepei cent The fiist fund the merchants apply 
to, theiefoie, is tJie leseive of the Bank, which gcneially sinks, 
while the bills undei discount aic mci casing. The Bank, 
finding the demand upon it inci easing, laises the late of dis- 
count , and goes on until it has leduced the i esei ve of coin to as 
low a point as it is piudent to pieseive against the liability 
of deposits — say to 4,000,000/. , while bills under discount 
have iisen to 16,000,000/ — the sum of 4,000,000/ having 
been exported foi com. At this time the Bank accounts 
would stand thus — 

Capital £14,500,000 Public secmities £10,000,000 

Rest 3,500,000 Bills discounted 10,000,000 

Deposits 12,000 000 Bullion 01 com 1,000,000 


30,000,000 
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The demand is unsatisfied. Coin continues to rise, and 
moi e IS impoi tod and must be paid for. The Bank is unable, 
with safety to its own solvency, and looking to tbe claim of 

12,000, OOOZ. due to depositois payable at call, to allow any 
fuithei reduction m its leserve fund. By a high rate of in- 
teiest or by limiting discounts, a pressure is thrown upon the 
deposits, which consist chiefly of the reserve balances of 
various bankers and private persons, and as they are reduced 
to pay foi the imports of grain, the bullion sinks m piopoi- 
tion. But it must be plain, that when the deposits had sunk 
to 9,000,OOOZ., the whole reserve coin, except 1,000,000? , 
would be exhausted , and therefore, in oidei to prevent this 
gieat 1 eduction, the Bank would be obliged, during this 
operation, to limit its discounts daily to a sum much less than 
the amount falling due, so that, while its deposits diminished, 
the advances on bills should dimmish likewise , or the Bank 
would sell a portion of the public securities, but as they are 
geneially, at such a time, at a low price, it is moie likely that 
It would depend upon lumting its advances upon bills Sup- 
posing that the Bank held it as a rule not to be departed from, 
that It should hold at least one-thiid of its deposits as a le- 
serve, then, to meet a leduction of the deposits to 9,000,000?,, 
a reduction must be made m the amoimt advanced on bills 
of 2, 000,000? At this point, tire account would stand thus — 
■C 

Capital 14,500,000 

Rost 5,500,000 

Deposits , 9,000,000 

27,000,000 


I Government Scuirities 10,0'io,000 

I liiRs Diseuuuted . 14,000,000 
Bullion 01 Com 3,000,000 

27,o00,00U 


Tire pressme created by diminishing the discounts by 

2.000. 000?. at such a time, when a gieat demand foi capital pie- 
vailed, would be intense. But, suppose the demand foi foi eign 
giaui still unsatisfied, and the deposits finally sunk to 4,600,000? 
— against which the Bank would hold a reseive of 1,500,000?. 
— the bills undei discount would have to be reduced, or pub- 
lic secmities would have to be sold, to the fiuthei extent of 

3.000. 000?. The amounts would then stand thus — 
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lapilal 

ne^t 

Deposits 


-6 

14,500,000 
3,510,0 0 
4,nO0,O 0 


C 

Public Securities 10,000,0110 

Bills uiidci Discount 11,000,000 
Bullion or Coin 1 500 OOo 


22 500 000 


22, j( 


U,000 


Doling a poition of this tune, while the advances on bills had 
been leduced fiom 16,000,000/ to 11,000,000/, the amount 
of cii eolation withheld by the Bank’s limiting the discount, 
would be supplied from the sums withdrawn from the deposits. 
But in such a state of thmgs, with a scaicity and high puce 
of law materials, widi a diminished demand for goods, owmg 
to the exhaustion of people’s means, for the payment of food, 
the trade of the countiy and the amount of employment 
would rapidly dimmish , and with them the amount of cir- 
culation lequiied. Tlie amount of the ciiculation thus libe- 
lated would be used foi the pajment of foreign com. Thus, 
witli a pui ely metallic curiency, in all cases the cnculation 
would be acted upon last, and as an indu cct consequence of 
other causes, both m the case of an import and an export of 
bullion — and it would only be in exti erne cases that the cu - 
culation would be acted upon at all , foi — ^in the case of an 
adverse exchange, which only went so fai as to leduce the 
reseive of com m the Bank to the piopei piopoition to the 
deposits, and thei e stopped — a consideiable expoi t of bullion 
might take place, without any deiangement of business, oi 
any sensible coiiti action of die ciiculation. Duiing an influx 
of bullion, the effect would be — 

First — To mciease the deposits, and con espondmgly the 
leseive of hullion. 

Second — To mciease the securities, and, if discounts were 
not lequiied, by advances on stock at a low rate of 
interest, and 

Third — By the establishment of a low inteiest ultimately 
to piomote more active business, and to mciease the 
ciiculation through adiances on bills. 

Dm mg an export of gold, the effect would be — 
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First . — To cliaw upon the leserve of coin in the Bank (by 
discounting more bills), which the Bank held ovei and 
above the quantity lequiicd to piotect then deposits 

Second — To diaw upon the deposits held by the Bank, 
which could only be done, paitly by a reduction of 
secuiities, and paitly by a reduction of the com in 
hand ; and 

Thud . — ^As a consequence of these measines, and olhei 
causes, to contiact tiadcand reduce the cn culation. 

So that, as Mi . Tooke has always contended, the first effect 
of an impoit oi expoit of gold to coriect the exchanges, is 
felt exclusively on the reserve of bullion held in the Bank. 

Such would be the operation of a puiely metallic cuiiency , 
and It will be seen that, undei the ciicuinstances supposed, of 
an advei se exchange, ai ising from the necessity of importing 
a laige quantity of coin, at a time when oui other commo- 
dities were much exhausted, a piessuie of great niagmtude 
must be experienced by the commeicial classes, when a le- 
duction of the amount of bills under discount becomes need- 
ful in consequence of a withdiawal of the deposits. And if it 
IS not possible to avoid this evil midei a puiely metallic cm- 
lency, how can it be expected to be accomplished by any 
contrivance with a mixed cunency? The whole amoimts to 
this — gieat ease is the accompaniment of abundance, and 
great difficulty and piessuie, of scarcity, which cannot be re- 
medied by any artifice which does not give gieatei abundance 
of commodities. By other schemes, the burden may be shifted 
from one shoulder to another, but it cannot in reality be 
lessened. 

HOW CAN THE CUBBENCY BE ECONOMISED 

Havmg shown that all the piecious metals used as a cn di- 
lating medium aic so much of the wealth oi the capital of the 
countiy, abstracted fiom lepioductive uses, m oidci to be 
used as an mstiiiinenl foi exchanging othei coinnioditics, and 
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having shown the piactical operations of a puiely metallic 
cmiency, we now come to considei how fai cheapei substi- 
tutes may be used, and to what extent the expensive commo- 
dity of gold may be hbeiated, in ordei to add to the leal and 
repioduetive wealth of the countiy. We lay it down as a 
deal and undeniable i ide that, whatever substitute be adopted. 
It must be upon a piinciple which will secuie to it an identity 
of exchangeable value with the com lohich it represents , and that, 
in all its changes, undei any ciicumstances, it should be found 
to follow the same course pi emely as a pwely metallic cuirency 
under similai ciicumstances. 

We have aheady remaiked that the most peifect instrument 
by which the cuiiency can be economised, and by which gold 
can be hbeiated fiom an unpioductive to a pioductive use, is 
by means of bank notes, to be used as a substitute foi com. 
But, in 01 del that these bank notes should at all times be 
identical in value to the com they lepiesent, and expiess 
equally the value of connnodities in i elation to the adopted 
siaiidaid, it is absolutely necessary that they should be con- 
veitible, at the pleasure of the holdei, into the coin they le- 
piesent, so that whatevei puipose the com could seivc might 
be equally well peifoimed by the note, oi if not — as, foi 
example, a foieign payment — that the note would instantly, 
and without loss of tmie, command the com itself That such 
a condition, attached to a bank note, must at all tunes, while 
the condition is complied with, make it in every lespect iden- 
tical with the com, is to us self-evident, admitted, too, by all 
the fiist authonties on the subject Adam Smith says — 

A paper money, consisting in bank notes, issued by people of imdoubted 
Cl edit, payable upon demand, without any condition, and, in fact, always readily 
paid as soon as piesented, is, in every respect, equal in value to gold and sihei 
money, since gold and silvei money can at any tune be had foi it Wliatevei is 
either bought or sold for such papei, must necessanly be bought oi sold ns cheap 
as it could have been foi gold and silier 

If theie be any diffeieiice of opinion on this subject, among 
men whose opinions aie woithy of lespect, we lliink it mote 
appaient than leal 
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From Sn Robeit Peel’s speech on the uiti eduction of the 
Bank Bill, in 1844, it nught be iiifeiied that he doubted the 
efficacy of meie convei tibihty, as a secuiity against depiecia- 
tion, and foi constant identity of \alue between the note and 
the coin. But, looking to the piovisions of the bill, it would 
lathei appear that Sn Robeit Peel did not so much dispute 
the piinciple itself, as that he considered some fuithei restiic- 
tion to be necessary in oidei to secuie a fulfiliueut of the con- 
dition on which the note was issued — namely, payment on 
demand We come to tins conclusion fiom the fact, that the 
bill of 1844 depends on no otliei piinciple, against deprecia- 
tion of bank notes, except convei tibility at pleasuie, though it 
does piovide a guaiantee that that convertibility shall be cer- 
tain, by imposing the necessity of keeping a large leseive of 
com against the notes issued Now, no one will deny that 
ce? tainty of payment on demand is a necessai y condition to 
maintain an identity of value between a bank note and tlie 
coin It lepiescnts Butwhethei that cei tainty is dciivedfiom 
a faith in the ability of the issuei always to pay when called 
upon, 01 fiom a reseive of com, held voluntai ily by the is- 
suei, 01 fiom the same being held compulsoiily by an act of 
Pailiament, can make no diffeience As long as the holder 
of the note is satisfied that he can at pleasuie leceive com foi 
it, It IS the same value to him, and, when he doubts that fact, 
he car lies it to die issuer foi payment. So that, till the is- 
suer actually ceases to pay, no depieciation can take place. 
We may, then, take it foi gi anted that all aie agieed that a 
certainty of convei tibility at pleasuie, fiom -whatever that cei- 
tamty is deiived (which may be a piopei subject foi discus- 
sion beieaftei), is a peifect guaiantee against depieciation of 
bank notes, and foi then maintaining an identity of value 
with com. If this be the case, tlien it will be leadily admitted 
that all the fluctuations and changes which take place in a cur- 
lency composed of coin, and bank notes convei tible into com, 
must be exactly the same as would take place undei a puiely 
metallic curiency, and, therefoie, that such bank notes, so 
guriaiiteed, pci foi m all thcfunctioiis of a measure of value 
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and a medium of exchange, as pcifectly as gold. It is, how- 
evei, quite plain that, m oidei to secuie the convertibility of 
such notes into gold at all times, the issuei must hold in his 
possession, oi the immediate command ovei it, such a stock 
of gold as will meet any probable demand upon him foi the 
payment of such notes — the lemaindei being held in good 
mtciest-beaimg secuiities, and, theiefoie, only a ceitaiii poi- 
tion of the gold, liberated by the substitution of notes, can be 
applied to othei and pioductive piiiposes By this substitu- 
tion, the public gam ui two ways — ^first, by the addition of 
such pait of the gold thus absolutely libeiated, to the geneial 
capital of the coiintiy, and, secondly, by the saving of the 
wear to which such com is always subject. 

Before wdide we inqiiiie how far we have availed ourselves 
of this gieat souice of economy, by which the capital of the 
country is so much increased, we will considei how far some 
othei countiies have done so 

THE CUBRENCY OF HAMBURG. 

The commeice of Hamburg is conducted entiiely by silver, 
without any economy whatevei in its use as capital They 
do, howevei, save the weai of the metal, by depositing it in 
the vaults of a bank, and tiansferiing it from one to another 
by means of wiitten cheques upon the Bank. The Bank of 
Hambiiig is exclusively a bank of deposit It leceives silvei 
into its vaults, ci editing the depositor with the amount he 
pays The Bank possesses no capital, and, theiefoie, the sil- 
vei in the vaults of the Bank is always exactly the amount of 
the deposits. The depositois withdiaw fiom, oi add to, this 
amount of silvei at pleasuie The commerce of the town is 
then earned on by cheques oi oideis, given by the huyei to 
the seller, which oi dei s being paid into the Bank, the amounts 
aie transfeiied from the ciedit of one account to that of the 
othei The Bank, theieforc, neithei discounts bills noi makes 
any advances whatevei upon secuiities Theiefoie, as the 
Bank of Ham bin g has no means of making a pi oft by the 
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use of any pait of the bullion deposited with it, any more than 
the piopuetors of the London docks have of using any pait of 
the goods deposited with them, it becomes necessaiy that the 
depositois of the Bank shall payfoi this safety and conveni- 
ence they deiive in their treasuie being thus kept All the 
economy which tlie Hamhmg people derive from banking, 
theiefoie, is — they save the weai to which tlie metal would he 
subjected if it actually passed fioin hand to hand, but foi this 
they pay ceitam chaiges to the Bank We do not know the 
exact amount of silvei thus deposited with the Bank of Ham- 
bing, but taking it on an aveiage at 4,OOO,O0OZ, steiling, 
then that amount of capital is entiiely wididiawn fiom all 
pioductive purposes, for tlie facilitating of exchanges. Taking 
it, on an aveiage, to be 4,000,000Z, and supposmg that when 
capital is very abundant, it sometimes increases to 5,000,000?., 
and, on the othei hand, when capital is very scaiee, it dimin- 
ishes to 3,000,000?, and iievei below it, we see how much 
bankmg capital is thus unpioductively locked up, which might 
be usefully engaged in making advances on good securities, 
and in discounting bills of exchange If the Bank of Ham- 
buig kept at all times a leserve of silvei equal to one- thud of 
its deposits, the lemamdei might be used as active capital, and 
the depositois (it being a public establishment not seeking to 
derive a piofit) would, m place of pajnng foi the safe keeping 
of their capital, leceive a ceitain amount of iriteiest deiived 
fiom Its use As a mattei of fact, the late of interest is moie 
fluctuating in Hamhuig undei this system than in any othei 
capital in Europe; the changes often beuig equal to 1 pei 
cent, week aftei week 

THE CURRENCY OF FRANCE, 

In Fiance, the currency is of a mixed cliaiactei, and the 
capital of the country is economised, not only by the use of 
the deposits iii the banks, but also by a portion of the ciicula- 
tion being in papei We will leave out of consideration the 
local and private banks, and glance only at the Bank of 
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Fiance, as tlie most impoitant establishment. The business 
of the Bank of Fiance is, m effect, piecisely siinilai to that of 
the Bank of England, it is a bank of deposit and of issue, 
combined in one, as the Bank of England was, in foim, piioi 
to the bill of 1844, and us- still in leality The Bank of 
Fiance, like the Bank of England, has a capital of its own, 
leceives deposits from its custoineis, issues notes payable on 
demand, and advances its funds on public secuiities, and in 
the discount of bills; and it is thus enabled, while it affords 
gieat facilities to the commeice of the countiy by these ad- 
vances of capital, to pay a good dividend to its propiietois, 
without any chaige to its customeis. On the 15th of last 
month the accounts of the Bank of Fiance stood thus, con- 
verted into steihng money — , 

Liabilities £ I Assets £ 

Cii oulation of no es 10,880,000 Bills undei discount, &c 9,400,000 
Deposits 2,720,000 Bullion or com 4,200,000 

13,600,000 I 13,600,000 

The notes of the Bank of Fiance aie payable on demand, 
and so, being convertible into silvei at the pleasuie of the 
holdei, peidbim equally well all the uses which coin would 
pel form So that, compaied witli the system used by the 
Bank of Hatnbuig, the Bank of France, between its deposits 
and Its issues, supplies capital, wluch would otherwise be, m a 
gieat measuie, useless, to the extent of 9,400,000/. And in 
01 del to secuie to the public the payment of then deposits and 
the notes in circulation, a reserve of 4,200,000/, in bulhon, 
remains in the vaults of the Bank. 

As the Bank of Fiance issues no notes below the value of 
Jive hundred fiancs, or 20/., the cunency of tlie country can- 
not by this means be economised to any greater extent than 
in as far as notes of that and higher denommations can be 
used. The whole of the lemaindei of the cunency is pei- 
foimed m silver The economy, therefoie, practised by the 
Bank of Fiance, though affording many millions of capital to 
the public (which would otherwise be locked up unpioduc- 
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tively) m performing die tunctions of a ciiculating medium, 
is extremely impel feet In notes of 20 Z. eacli, it ciiculates 
9,400,O00Z , against which it holds bullion, say, to the amount 
of 3,200, OOOZ , the remaining 1,000, OOOZ of its bullion being 
supposed to be held in leseive against the deposits. By this 
means, theiefoie, the capital of Fiance is thus economised or 
augmented, by — 



7,680,000 


Thus, 7,680,000/ of additional capital is obtained by Fiance, 
just as much as if that quantity of silvei weie dug fiom a mine 
in one of her piovinces But still the extent to which this 
economy is earned is extiemely imperfect Let us compaie 
It with the Bank of England, and see how much moie capital 
Fiance would leally economise, and rendei available foi all 
her pui poses, if the Bank of France earned the principle to 
the same extent as is done by the Bank of England The 
Bank of England issues notes of the denomination of 5/ and 
npwaids On a lecent day, the whole cnculation of the Bank 
of England was thus composed — 

£ 

Notes of M 6,100,000 

Notes of lOl 3,900,000 

Notes of2(lf to 1007, both inchistve 5,700,000 

Notes of 2007 to 10007 , both inclusive 4,300,000 

20,000,000 

So that the notes undei 20Z. weie exactly 10,000,000/., and the 
notes of 20/, and npwaids weie also 10,000,000/ Supposing, 
theiefoie, that if tlie Bank of France weie to extend then 
issues to notes of the same denominations as the Bank of Eng- 
land does, and that the amount of the sinallei notes would beai 
the same piopoition to those of 20/ and upwards, in Fiance 
as in England, then the ciiculation of the Bank of Fiance 
would be mci eased by 10,880,000/. m addition to its piesent 
amount. But this additional cnculation of notes would not 
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mciease the ciiculating medium of France by one fianc, but 
would only displace so much silvei, and libeiate itfiom the 
unproductive pui poses of a ciiculating medium, and give it to 
the count! y as an mci eased amount of capital, foi foieign 
payments or any other objects In issuing this additional 
quantity of notes, die Bank would, of couise, be obliged pro- 
poitionably to mciease its leseive of bullion, to secuie then 
convertibility at all times. The mode would be thus . — The 
Bank would issue, in payment of its deposits, in advances upon 
secuiities, and in exchange foi bullion, the notes m question 
to the extent of 1 0,880, OOOZ , as the bullion mcreased in its 
vaults, It would extend its accommodation to the public by 
additional discounts of bills, or it would mciease the amount 
of Its Intel est-beaiing securities, retaining always a sufficient 
adchtional proportion of bullion to secuie the conveitibility of 
its notes. At the conclusion of the operation, the accounts of 
the Bank of Fiance would stand thus, supposing the deposits 
to lemain the same : — 

LiaWities Asiets 

£ £ 

Circulation 21,71)0,000 Securities 17,020,000 

Pepoaits 2,720,000 Bullion and com held 

agamsttbe circulation 6,400,000 

24,480,000 Ditto against the deposits 1,000,000 

24,480,000 

So that such a change would accomplish an economy of capi- 
tal, thus , — ■ 

£ 

, Circulation of notes 21,760,000 

Deduct bullion held as a reserve to secure their 

converhhiUty 6,400,000 

’ 16,360,000 

Thus, besides absolutely adding to the capital of the 
country, after letaming a coriesponding mcreased reserve of 
com, the sum of 7, 680, OOOZ., this step would save the country 
the great expense caused by the wear of the com, and the 
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enoimoua inconvenience which attends a cnculation of Jioa 
fianc pieces, carried about m bags The intioduction of tins 
large economy is now contemplated by France. 

THE CURRENCY OK RUSSIA, AND ITS CURIOUS EFFECTS IN THE 
RECENT TRANSACTIONS OF THE RUSSIAN GOVERNMENT. 

We Will next considei the state of the Russian circulation. 
It IS most iiiteiesting and insti active. The money of account 
of Russia IS the louble — a silvei coin equal m value to QQcL 
01 40d sterling, accoiding to the rate of exchanges. Oiigi- 
nally, the louble was a silver com only, but at a veiy eaily 
period the Goveinment, to aid its finances, issued papei' 
-toiibleS) which, foi a time, while then quantity was small, cii- 
ctilated at the full value of the sdvei louble. In the comse 
of time, as the necessities of the Government piessed, the 
amount of papei loubles was iiici eased in payment of the Go- 
veinnient expenditure beyond the wants of the country 5 and 
as there was no piovision made for theii convertibihty into 
coin, they gradually piessed the lattei out of ciiculation alto- 
gether, and weie lapidly depieciated in value. This process 
went on until, at last, the paper louble, oiigmally woith SSd 
or 40d, stalling, exchanged only foi lid. to ll^d steiling m 
the ti ansactions between Russia and England In oidei at 
length to collect this abuse, and to lestore the cnculation to 
a sound footing, the Empei*oi, by an impel lal manifesto, dated 
the 1st of July, 1839, ordained the adoption of cash pay- 
ments, by making the papei loubles in cnculation payable 
in silvei on demand. To have done this at the original late 
at which they weie issued, or lathei which they originally 
hole — that of 38d — 01 one rouble papei foi one rouble silver, 
would have been manifestly unjust to the coun&y , nor did 
justice to the holders demand it, as they had all obtained them 
at the depreciated value of about lid. The paper louhles 
were, theiefore, by this ordmance, made payable on demand 
m silver roubles, in the propoition of 3^ of papei to one of 
silver, which indicated the real value. This is a reraaikable 
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example of the effects of inconvei tibility m pioducmg depie- 
ciation. But since the 1st of January, 1840, when the ordi- 
nance refeiied to fiist took effect, no furthei depieciation has 
taken place, but touUesa.\e foi all purposes taken 

foi 1 silver roiible, foi the simple leason that the Government 
IS always leady to conveit the foimer into the latter at this 
I ate. Convei tibility at pleasure is thus pioved to be a suffi- 
cient guarantee against depreciation. This act was similai in 
piinciple to mil lesumption of cash payments in 1819, though 
not accomplished in piecisely the same way. 

But the Russian government did moie. The Commeicial 
Bank of St Peteisburg, undei die supeiintendence of a mixed 
Boaid of Diiectois, composed of Govei nment Bank officers and 
eminent merchants, was empoweiedto receive deposits of specie, 
and to issue against those deposits new bank notes repiesent- 
ing silvei loubles (intended ultimately to displace the old 
notes, of which 3^ aie equal to one of the new ones, as long 
as they circulate togethei). This bank has earned on diese 
opeiations since Januaiy 1, 1840, and has up to this tune ac- 
cumulated deposits of specie, foi which it has issued notes, 
payable on demand, to the amount of 114,000,000 loubles, — 
01 , about 19,000,000^. steiling, so that thepiesent account of 
this bank stands thus — 

Liabilities t Assets 

Notes issued . 1 9,000,000 | BiUbou 19,000,000 

It IS uiidei Stood that the convertibility of the whole circula- 
tion of paper, including the old popes louhle, (the amount of 
which is not known,) depends upon this fund of bullion. 

The Government office! s and diiectois of the Bank have 
come to an opinion that diis bullion of 19,000,000/ , locked 
up m the forti esses of St. Petei’s and St. Paul’s, is much 
greater than is necessasy to hold as a leseive against the cir- 
culation of notes, and that they may thus safely employ a por- 
tion of It, m inteiest-beaimg securities, — and as such have de- 
teimmed to invest 30,000,000 of roubles, or at the exchange 
of 40d., 6,000,000/. sterling, m “ home and foreign stockl’ 

s 2 
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When this is accomplished, the accounts of the Bank will 
stand thus — 


Liabilities 

£ 

Circulation 19,000,000 


Of the safety of which, as a bank aiiangement, theie can be 
no doubt, and as it is essentially a Government bank, the m- 
teiest 01 profit is to be used for the benefit of the public, in 
liquidating liabilities of the Government 

Thus, the loan of the Emperor of Russia, vrhich has excited 
so much mteiest during the last week, is neithei moie noi 
less than the adoption of an economy of banking capital 


THE SCOTCH SYSTEM OF BANKING 


In this system, the most peifect fieedom existed up to 1845, 
and even now the restiictions placed upon it by law aie less 
than on any other system of banking lecoided in histoiy, and 
undei it the economy of Capital and Ciinency aie pushed to 
the greatest possible extent. These banks aie Banks of De- 
posit and of Issue, but, unlike the Bank of England and the 
Bank of France, they extend then issues fioin IZ and up- 
waids The entire ciiculation of the countiy is papei, except 
the silver coin for sums below IZ., but the notes being convei- 
tible at pleasuie, and on demand, always conform stiictly to 
their real value in gold, and cannot therefore sufFei an}'^ de- 
preciation, 01 be increased beyond the sum which would cii- 
culate, were gold substituted entiiely in dieii place. But in 
order to pieseive this convei tibility, it is absolutely needful 
that the Scotch bankers shall always keep beside them a suf- 
ficient amount of gold, oi the command ovei it, as will secuie 
the payment of any poition of the notes sent in to be le- 
deemed, either foi the purpose of making a foreign payment 
or anv other 

Besides the issue of notes, the Scotch bankcis hold deposits 
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to a greatei extent, in piopoition to their business, than any 
othei banks in the woild, which arises from their gieat stabil- 
ity and the confidence leposed in them, and also fioin the fact 
that they allow mteicst upon them from day to day. As 
neai as it is known, the deposits of the Scotch Banks amount 
to about 30,000,000/ But in the present case, we wdl treat 
only of tlie cnculation. The quantity of gold for which they 
can ever be called upon in Scotland is so trivial, that the 
smallest possible quantity would be sufficient to hold theie. 
The only consideiable demand which they can have for gold 
is to make foieign payments, and this is required m London 
01 Liverpool. The Scotch Banks, therefore, hold their great 
command over bullion, wheiewith to piotect the circulation 
as well as then deposits, m credits oi sec unties, which will 
give them a command ovei bullion when lequiied in London. 
The Scotch circulation, prioi to the act of 1845, may thus be 
stated — 


Lidl) htics 

\ uniliM S’) 

Notes above .65 


Assets ^ 

Secmities m Bills ul Ev- 
chiuige 2,50U,o00 

Secuiities m Jjoiidoii, and 

bidlion 1,000,000 


3,500,000 


3,500,CnU 


The Scotch Banks might hold the leseive against the cir- 
culation in Government Stock oi in Exchequei Bills, but 
which would always bc liable to a loss, in converting, at the 
moment of an adveise exchange, when then customers are 
most likely to lequne funds foi foieign payments, but these 
ai c much inoi e likely to be taken from the deposits, and cer- 
tainly would be so in the first instance, and always, except m 
a case of extieme dram, than from the cnculation Still, as 
a matter of economy, it must be a calculation with Scotch 
bankers, whether it is bcttei to keep such a balance unem- 
ployed with their London agent, to answei all the purposes of 
then foreign payments, oi to lun the iisk of loss, by being 
obliged to sell sccuiities at a disadvantageous moment It is 

s } 
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a question of calculation between the loss of inteiest on such 
a balance in London, and the loss of selling securities when 
lequiied But the Scotch do, and always have, kept such un- 
employed balances of cash with their London agents, oi , in 
othei woids, a command to that extent over the bullion of 
the Bank of England. A portion of the bullion in the Bank 
as much belongs to the Scotch bankers, as if it lay m then 
vaults; and lemaimng in the Bank of England, it has this ad- 
vantage — ^it is always on the spot where it is required foi the 
only pm pose for which it is evei wanted, to meet foreign pay- 
ments. A Scotch bank leaves this balance widi then agents 
— say Messrs Jones, Loyd, & Co. — Messis Jones, Loyd, & Co. 
keep then unemployed balance in the Bank of England, 
and the bullion in the Bank of England always answci s to 
the demands of its depositois This system, theiefoie, per- 
fectly earned out, secures at all times the convertibility of the 
notes, and rendeis then depreciation impossible. 

Now let us exaimne, as we have done in the case of Fiance, 
what the effect would be, if the Scotch system of issues was 
made to confoim with that of the Bank of England, and they 
were prohibited fiom issuing notes undei 51, As the banks 
redeemed then notes, their place would be occupied with sov- 
ereigns, and the banks would be obliged to withdraw then- 
advances of capital to the pubhc to a coiiesponding extent, 
but as eoiiespondmgly less reseive would be lequued, the ad- 
vances to the pubhc would not necessaiily be i educed by tlie 
whole amount of the ledeemed circulation. When completed, 
the statement of the Scotch circulation would be — 


Liabilities. 

£ 

Notes, ^5 and upwards 1,000,000 


1,000,000 


£ 

Secniitica on BiUa of Bv- 
cliange 700,000 

Securities m London and 
bullion 300,000 


1,000,000 


By this means the capital of Scotland would be actually xe- 
duced foi all ptoductive and useful pm poses, by the amount 
of 800,000/., — thus, in the liistcasc, the economy would be — 
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Notes 111 circulation 

Reaene ngamst it, e\en though all held m 

111 the last case the economy would be 

Notes in ciicu’ation 

Ilcsei ve against it 

700,000 

In the one case, the economy of capital alFoi ds additional 
means foi productive pmposes, to the extent of 2,500,0001 , 
and in the lattei case, to the extent of 700,000h, and in both 
the ciiculation has the same extent of guaiantee against de- 
pieciation But Scotland would lose still fiuthci by the 
change, — in two ways. First, — The pi ofits which the bank- 
eis obtain fiom the cuculation of the notes, not only enables 
them to avoid the chaige made by the Bank of Hamburg, and 
to keep the money of their customers without any charge, as 
the Bank of Fiance and the Bank of England do, but it fur- 
thei enables them to give a libeial interest, fiom day to day, 
foi all monies deposited with them, so that, by this means, 
the piofit of the economy of capital thus brought about goes 
indirectly to the public, the bankers’ piofit aiising fiom the 
difference of the inteiest he pays for deposits and receives for 
loans. Second, - The Scotch nation aie saved from the ex- 
pense consequent upon the weai and teai of a metallic cui- 
lency, which the expeiieuce of England within the last seven 
years has taught us is no tiiflmg mattei 

The only possible question to which die Scotch system is 
left open is, whetliei the conveitibihty of the notes is suffici- 
ently and absolutely seemed. Expeiience should be a satis- 
factoiy pi oof of this 

THE STATE OF THE CURRENCY IN ENGLAND. 

We now come to consider the cliaractei and state of the 
cimency of England, and to examine how fai the unqiies- 


.. 3,500,000 

bullion 1,000,000 

2,500,000 


■C 

1,000,000 

300,000 
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tionable pimciple of economy, which we have described, and 
which has the sanction of eveiy wntei and politician of any 
eminence whatevei, has been adopted. The amount of gold 
com in ciiculation m England is not precisely known, but by 
a vaiiety of tests and calculations, to which it is not necessary 
here to allude, the lowest estimate is 35,000,000/. Exclu- 
sively of silvei com, then, the whole circulating medium may 
be thus stated — ■ 


Golfl com 

Bank of Englmid notes 
Country notes 

Total cuculatioji 


35 . 000 . 000 

20 . 000 . 000 
8,000,000 



These notes aie all payable on demand, and therefoie al- 
ways confoim exactly m value with the com they lepresent. 
Theie is no provision by law for the countiy banks to keep 
any resei ve of bullion against then notes, but there can be no 
doubt that every well-managed bank does keep such a stock 
of bullion, or an immediate command ovei such an amount of 
the bullion in the Bank of England, as to secure the payment 
of any portion of then notes as may be presented Foi the 
sake of simplicity, we will confine oui attention now, only 
to the Bank of England Tlie Bank of England issues 
20,000,000/., convertible at the will of the holder. This con- 
vertibility is seemed to the public by the act of 1844, thus — 
It IS theie piovided, that against any amount of notes which 
the Bank shall ciiculate, it shall hold as a secuiity for their 
payment, 14,000,000/ of Government Stock, and foi the re- 
mamdei, gold and silver m the pxopoition oi four-fifths of the 
former, and one-fifth of the lattei. The circulation of the 
Bank m the hands of the public, aveiages about 20,000,000/., 
the notes m the banking department of the Bank being in re- 
ality bullion, having gold and silver repiesentmg them m the 
issue depai tmont, lying to the full amount ovei and above the 
bullion, which acts as a leserve for the notes out of the Bank 
If the notes in the hands of the public aie 20,000,000/., then 
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there is absolutely assigned, as a guarantee foi their payment, 

14.000. 000Z of Government Securities, and 6,000,OOOZ. of 
bullion, the economy of capital, theiefore, which England 
enjoys fiom the use of Bank of England papei may be thus 
stated. — 

-t, 

Circulation of notes 20,000,000 

Bullion held iii reseive 6,0o0,000 

Ecoiiijinj oto.iintal It, 000,000 

The Bank of England is not, as some writeis have sup- 
posed, lelieved by the opciation of the bill of 1844, fiom 
paying the whole of their notes in coin. They aie liable to 
pay them, as befoie, to the last pound. Tlie bill of 1844 
only piovides that they may issue notes, to die extent of 

14.000. 000Z., upon secuiities, but that whatevei amount is 
issued above that must be against bullion. The principle 
which seems to have been acted upon in fiaramg that bill is 
this the authoi of the bill has consideied to what sum, undei 
any conceivable ciicumstances, could the ciiculation of bank 
notes be i educed, while theyaie issued ot the piesent denomi- 
nations, that IS, 5Z and upwaids The lowest point m modern 
times to which they have contracted, undei a similai piocess 
as we have described the contiaction of a metallic cuiiency 
would take place, was to 15,000,000z, in December, 1839 — 
after a seveie diain foi com, — he dien seems to have acted on 
the safe side, and adopted the sum of 14,000, OOOZ, under 
which the cnculation could not fall, and then, by compelling 
the Bank to keep bullion above that amount, he seemed at 
least, undei any possible event, the immediate payment of all 
the notes which weie likely to be canned in But if, under 
any extiaoidinaiy ciicumstances, more than tlie 6,0OO,O0OZ 
weie presented foi payment, the Bank would be equally bound 
to pay them in gold, foi which puipose it would sell a poition 
of the Goveinment Stock held against diem In this aiiange- 
ment theie is nothing new m pinciple, it is piecisely the 
same as all banks of issue follow, which aic bound to pay 



‘240 


ARTICLE XVI. 


their notes on demand What is new, and the only essential 
paitof the anangement, is, that it pi escribes the kinds and 
piopoitions of the secuiities which die Bank shall hold, in 
01 del peifecdy to guaiantee the convertibility of then notes. 

By this means England is iichei in the possession of abso- 
lute and effective capital — lias the command ovei othei com- 
modities to an extent of 14,000, OOOZ. moie than she would 
undei a metallic cuiiency, leaving out of view the countiy 
bank issues altogcdiei But die public have odiei advantages 
fiom this economy The Bank of England viitually pays to 
the Goveinmeut a laige sum annually, as a shaie of the piofit 
deiived fiom the notes cuculating, against the 14,000,000?. 
of securities, and fiufher, the public aie benefited by saving 
the loss which the wear of so much moie coin would subject 
them to , they save, as Adam Smith says, all the capital which 
It would require, “ first to collect and afteiwaids to suppoit” 
this additional 14,000,000?. of bullion. 

Now let us considei how we should be affected in England 
weie we to adopt die French system, and confine the cii dila- 
tion of om‘ notes to those of 20?. and tipwaids We have al- 
ready seen that the cuculation, on a lecent day, of notes uii- 
dei 20?, and of notes of that denomination and upwards, wcic 
exaedy 10,000,000? each, dns was the case within a meie 
tiifle In the case now supposed, the Bank would be called 
upon to ledeem all its notes now cuculating undci 20?., it 
would be called upon foi tins puiposc to furnish bullion to 
the extent of 10,000,000?, which would pass into cuculation 
m the countiy in place of notes If at the moment thei e was 
not a very large stock of bullion in the countiy, it would 
have to be impoited, and commodities to the full amount 
sent in payment of it; and when completed, supposing the 
secm’ities to be held in the same pioportion as they aie at 
piesent, the Bank account of issue to tiie public would stand 
thus — 

Liabilities ( Assets 

£ £ 
Notes issued .. 10,000,000 GoTeiniiirnt Scciiiities 7,000,000 

I Diilhoii , .. 3,000,000 


10,000,000 


10,000 
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By this charge, the country would be absolutely deprived 
of 7,O00,O00Z. of capital, of om-halfo( the annual sum allowed 
by the Bank for the issue of notes, and also the fuither ex- 
pense of the weai of so much moie coin. 

THE PROPOSED REMEDY. 

We now come to the chief and important object of tins ai ti- 
de, — ^having fiist cleaied the way of eveiy objection that can 
possibly be laised against oui proposal, either in principle oi 
practice. We have shown that the circulation of gold in this 
country amounts, at the lowest estimate, to 36,000,OOOZ., of 
winch, piobably, 6,000,000/ consist of half-sovereigns^ and 
30,000,000/ oi sovereigns , — and that the whole of this amount 
IS capital, for which we have given commodities— food, clothing, 
^6., in exchange, and is absolutely withdiawn flora all pio- 
ductive uses, to be employed only as an instrument, oi ma- 
chine, by which die rest of oui capital can be wnth gi eater 
facility circulated. For this puipose, it would be worth all 
its cost, but, if a cheaper and equally efficient mstiument can 
he found, it is the height of folly to peiseveie in the use of 
one so expensive. 

It is impossible that any can enteitain stiongei or deepei 
convictions than we do, of the necessity, at any cost, of main- 
taining and seeming the value of oui cuirency unimpaiied, 
in lelation to the standaid, and theiefore of securing, in the 
most perfect way, the convertibility of the notes which form a 
part of It, and no system, however perfect and atti active in 
other respects, diat does not possess this important quality, 

• should be listened to for an instant. Whatever plan, there- 
fore, may be found most perfectly to guarantee the converti- 
bility of om’ paper, should be adopted, noi will we propose 
any system which shall, by any possibility, endanger it Well, 
then, we have a circulation of at least 30,000,000/ of gold m 
soveieigns m England, and we prohibit, by an act of Parlia- 
ment, the issuing of paper of a lower denomination than 6/. 
We know that a strong prejudice pievails against the use of 
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U notes, but if we show that that piejudice aiose fiom causes 
which oui plan will entiiely obviate, and that no moie dangei 
can exist with icspect to 1? notes than to those of 5Z. by the 
system which we advocate, whde at least Twenty Millions 
OF Capital will be libeiated immediately fiom an unpioduc- 
tive use, and lendeied available foi the pui chase of food and 
of law inateiials, foi the employment of oui population, and 
for all the purposes to which such aii mciease of capital could 
be applied, — then we feel ceitaiii, that in the piesent and lapid 
accumulating difficulties in which the coiintiy is placed, a 
meie piejudice, founded upon the adoption of false piinciples 
half a ceiituiy ago, will not be suffeied long to leinani between 
the countiy and such a boon 

The piejudice against the use of IZ. notes oiigmated with 
the depieciation which took place in oui currency duiing the 
suspension of cash payments, foi twenty yeaispiecedmg 1819. 
But this depreciation aiose eiitiiely fiom the fact that the 
notes of the Bank of England, like the faper loubh of Russia, 
puor to 1839, weie not convcitible into gold. But this ap- 
plied just as much to notes of 5Z and upwaids as to those of 
IZ. The depreciation was the same on all, and fiom tlie same' 
cause , and it would have been as unieasonable foi the Bank 
of England to have withdiawn 5Z notes fioin on dilation, aftei 
the lesumption of cash payments, because they bad been de- 
pieciated duiing the suspension, as it was to withdiaw IZ. 
notes What was the consequence The Bank of England, 
a laige and wealthy bank, withdrew what had pieviously been 
the mam cii dilation of die countiy — its IZ. notes. To leplace 
them with gold lequiied an absuaction of actual capital fiom 
the countiy, the immediate effects of which weie severely- 
felt. Undei this piessuie, as no law existed against pi ivate 
bankeis beyond a ceitam distance fiom London issuing such 
notes, a gieat numhei of new pi ivate banks spiung into exist- 
ence, which became issueis of IZ. notes, and soon filled up the 
channels of cu dilation, which had been pieviously occupied 
by the notes of the Bank of England , and, but for die with- 
diavval of which, then notes could never have found then 
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way into circulation Undoubtedly, wise as was tlie bill of 
1819, there can be no doubt that the precautions taken by the 
Bank of England for the change, weie veiy insufficient to 
prevent a gieat amount of mischief and abuse. The lestric- 
tions imposed by the then existing Bank Chaitei pi evented 
the foimation of sound and good banks, and thiew the 
duty of issuing notes upon a class possessed neithci of capital 
noi knowledge This extensive issue of notes by an infeiior 
class of piivdte bankers was one, though not a veiy uuportant 
one, of the lemote causes which led to the panic of 1825 
The sudden command which ignorant men found they had 
of capital by the issue of these notes, which they weie enabled 
to keep out in consequence of the witlidrawal of Bank of 
England notes, led to wild and extiavagant systems of ad- 
vances upon secuiities of a class which nobankei, undei stand- 
ing his business, would dieam of, and the consequence was, 
that such bankers, the moment the breath of disci edit passed 
ovei the eountiy, and their notes weie letuined foi payment, 
weie a meie heid of bankrupts, with nothing to offei then 
pieditois but valueless secuiities. But all this again was as 
good a leason foi the abandonment of 5? notes as those of IZ., 
or, in fact, against a system of banks of deposit as against 
those of circulation , foi, strangely, the panic of 1825 began 
with Banks in London which did not circulate notes, hut 
weie merely banks of deposit But it is peifectly idle to 
dwell upon leasons against a system founded upon such 
abuses. 

We have had an expeiience of twenty years moie, dmuig 
which the whole system of oui banking and banks has been 
‘greatly impioved, and the pimciple become uiiivei sally 
admitted, and pioved by expeiience, tliat bank notes, agamst 
which a certain leserve of com is held, the remainder being 
represented by mteiest-beai mg secuiities, as a guaiantee foi 
their convei tibihty, foim a cuirency in every lespect as effi- 
cient and as safe as com itself. 

Now let us see what would be the effect if, at this tune, we 
weie to adopt, upon a sound and unquestionable pimciple, a 
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circulation of IZ. notes as a substitute for gold. Take the 
circulation of sovereigns at 30,000,000/ Now, let it be 
cleaily understood, we would not add one shilling to the cir- 
culation , what we would do, would be to substitute paper, 
payable on demand, the instant and immediate convertibility 
of which should be secured by a sufficient leseive of gold 
coin, and the remainder in government secuiities — foi the 
gold now pel forming the pui pose, which such papei would 
do equally well. The papei could only be got out as the 
gold came in, and, theiefore, die change would be giadual, 
but the greatest pait would be accomplished within a yeai, 
and a veiy laige portion within a few weeks. 

We will not now discuss what would be the best machineiy 
by which such a papei circulation should be managed — 
whether by a Boatd of Commissioneis appointed by Paiha^ 
ment, by which tlie whole profit would go dnect to the pub- 
lic , 01 through the means of banks of sufficient magnitude, 
like those in Scotland, in open competition, but all comply- 
mg with whatever restnctions Pailiament might impose — and 
through which plan the piofit would reach the public, by^ 
more liberal teims of business, as we have shown pievail in 
Scotland — or by the piesent machineiy of England, under 
the existing ehaitei, and in every lespect confoinung tlieieto 
m spnit — the bank paying to the goveinment a sufficient 
sum foi the additional piofit which it w'ould deiive fiom such 
a privilege, and extending to certain countiy banks tire same 
participation in the piofits of the circulation as at piesent. 
We will not now discuss which of these three plans would be 
best ; but we will, foi die puipose of illustrating die advan- 
tage, as well as the safety which would lesult to die countiy, ' 
by the adoption of such a system, suppose that the last-men- 
tioned plan — that of eniploymg the bank — ^weie adopted, at 
least for a time , and that would present the great advantage 
of being in a state of peifect pieparation and leadmess to un- 
deitake it. Aa we have at piesent no absolute data by winch 
we could form an opinion as to the lowest point to which, 
under any piobable cncumstance, the circulation of IZ notes 
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would contract, a certain propoitron Bliould be fixed of the 
whole amount issued, which the bank should hold in govern- 
ment securities and in bullion , one which would be amply 
safe, would be two of the foimer and one of the latter,' so 
that foi eveiy lOOZ. of one-pound notes which the bank issued, 
It would place in the issue department 65Z 13^. dtZ. of govern- 
ment securities, and 33Z 6s. Sd. of coin. Now let us see 
what the effect of this would be when the opeiation was 
effected The bank now stands thus . — 


Liabilities 

Notes m the bands of tho 
public . 20,000,000 

20,000,000 


Oovcrnraent securities 
Bullion 


;6 

I i, 000, 000 

0,000,000 


20,000,000 


Aftei the change in question it would stand thus — 


£ 

Notes m the bands of tho 
public Of ±1 30,000,000 

Of -bS and upwaids 20,000,000 


Goveininont secunties 
Bullion 


50,000,000 


34.000. 0ro 

10 . 000 . 000 


50,000,000 


The economy of capital, at piesent secured by the adoption 
of this principle, compaied with what it would be, thus 
compaies * — 


At piesent 

Under the proposed sjslem. 


£ 

Ciiculation of notes 20,000,000 

. 50,000,000 

Bidlioii held specially against tbis 6,000,000 

. 16,000,000 

14,000,000 

34,000,000 


Let it be observed that the 16,000, OOOZ. of bullion held by 
the bank against the cu dilation would be over and above 
what It held against its deposits in the banking department, 
and would be applicable only to the payment of notes, and for 
which It would piovide instant payment, down to the amount 
of 34,000,000/, to which the whole ciiculation of tins country 
nevei could sink * but if it did, then for every shilling below 
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that sum, theie would be goveimxient secuiities to sell m oidci 
to piovide payment foi the notes. Who could doubt the 
safety of papei to the extent of 50,000,000/ , guaranteed by 
English consols to the extent of 34,000,000/, and gold to the 
extent of 16,000,000/ ’ While, tlieiefoie, at present we 
economise the capital of the countiy by the use of 5/ notes 
and upwards to the extent of 14,000,000/, we would accom- 
plish the same to tlie extent of 34,000,000/ — oi 20,000,000/ 
in addition — by the use of 1/ notes, and with the most pei- 
fect safety We should thus immediately add to the effective 
capital of the countiy, to our stock of commodities, oi, which 
IS the same thing, oui command ovei them, to the extent of 

20.000. 000/ — just as much, as if we dug that amount of bul- 
lion out of the cenue of England, in the same way as Russia 
has, by the law of 1839, accumulated iti the EoiUesses of St. 
Petei’s and St. Paul’s, bullion, oi capital to the extent of 

19.000. 000/ 

While we wiite,it is just a week since all London, fiom the 
Royal Exchange to the House of Pailiament, was one buzz of 
cheerful congiatulation at the prospect of the countiy bemg 
saved, by the news that the Empeioi of Russia was about to' 
invest 5,000,000/ of bullion which he had thus economised 
fiom his cii dilation by substituting notes, undei a peifect 
guarantee foi then convertibility, in English stocks, by winch 
the annual income or dividend deiived fiom them would be 
tiansfeired fiom the owneis in England to the Russian Go- 
vernment, but, of couise, in lieu of ample value given in le- 
turn , whde we, by the adoption of similai means — by the 
extension of the same piinciple and system, which wc have 
already adopted with legard to notes of 6/. and upwards, ■- 
would possess a fund at home, from which we could, with the 
greatest ease, deiive a stock of bullion to the extent of 

20.000. 000/. over and above the 10,000,000/ which would be 
needful to piotect die immediate conveitibility of the notes I > 

But to some it may appeal at fiist sight that so sudden an 
addition to om stock of bullion would depieciate die whole 
cuiiency of this countiy, in piopoition to that of other 
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countries Any such efiect would be prevented by the imme- 
diate expoi t of such part of the bullion as we did not require, 
just as die Emperor of Russia is exporting his bullion, col- 
lected by the issue of notes of the value of ihirty-nine pence 
each. The elFect of such an economy of gold fiom our ciicu- 
lation would be die same as if asimdai quantity weie pioduced 
fiom a new mine, and distiibuted over all the markets of the 
woild An immediate distiibution would take place, 
so as to letain the same value over the whole woild. 
The operation would be tins . — Immediately that the 
Bank of Egland begto to issue the IZ. notes, the gold which 
they would displace would be at the seivice of the bank, two- 
thirds of which would consist m the public secuiities it now 
holds, and one-thud as an addition to the bullion in the 
vaults Foi eveiy lOOZ. which came m, 66Z. 13s. 4d. would 
form a fund for additional advances to the public, for, though 
pubhd stock would be held foi it, yet that stock must either 
be puichased m the market, oi taken from the Government 
securities now held by the bank, and so it would go on until 
jhe whole 20,000,000z additional capital was diffused in the 
countiy. By this opeiation the rates of discounts would im- 
mediately fall , facilities would be afforded to commerce — the 
oideis held by oui manufactmers could be executed — and a 
large fund of bullion would be provided for the impoit of 
grain, a sufficient supply of which m this country has become 
a matter of the most alaiming doubt. 

Besides die advantages which would immediately lesult 
fiom the addition of such an enoimous amount of capital, the 
Bank of England would make an amount of piofit (including 
■the additional cost of management) of 600,OO0Z., being thee 
per cent, on the 20,000,000z, of government stock puichased, 
and held as a guaiantee for that poiUon of the notes m circu- 
lation, out of which the government would receive such apoi- 
tion as might be agreed upon foi the piivdege gi anted to the 
bank , and, besides this, the countiy would be saved the in- 
cessant cost of maintaining a gold circulation, which amounts 
to a large sum, and cannot be estimated at less than 2J per 
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cent, in twenty yeais fiom weai. All these advantages we 
have voluntarily foregone for the last twenty yeais; but no 
period could be imagined when such a combination of the 
most complicated difficulties called upon the country no longei 
to neglect so obvious, so sound, so vast, and so easily attain- 
able a boon. The question — ^how are the hundred millions of 
people which inhabit these islands and the adjacent countries to 
be fed dining the next four months'* — lemains still without 
the slightest solution, while eveiy mailcet-day witnesses fiesh 
advances in the prices of gram. And the almost equally im- 
portant question — how are oui aitisans in the manufactming 
distiicts to be employed durmg the remainder of the year? — 
It is difficult to answei. And, lastly, die gieat and essential 
question— how is om public levenue to be kept up amid such 
prospects? — foices itself upon us. It is a period when common 
danger demands that aU paity oi other consideiations should 
be set aside, and a great effort made to avert the seiious 
calamities undei which we suffei, and which time will only 
aggiavate. 

In conclusion, we claim foi oui suggestion the calm and 
deliberate consideration of the countiy In suppoit of eveiy" 
principle which we have advanced, we have ample audioiity 
We have the authority of Smith, Hornei, Huskisson, Lord 
Liverpool, Ricaido, Tooke, Loyd, and Srr Robert Peel, an 
an ay of the most unquestionable authorities upon pohtical 
economy and finance to be found in history. Om plan, moie- 
over, IS in peifect accordance with the pimciples of thebiU of 
1819, and to which all the checks and guarantees affoided by 
the bid of 1844 may consistently be added. We would, 
therefore, suggest, that the various chambers of commerce* 
throughout the country should immediately meet, and should 
each appoint a select committee of their members, best ac- 
quainted with these subjects, caiefully to considei and lepoit 
upon the plan as a whole The only objection which the 
moat careful exammation of the subject has enabled us to sug- 
gest, is the greater habilily to foigery— but practically that 
IS not found to be the case m Scotland, and, moieovei, that 
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objection is peihaps moie than balanced by the pi esent liabibty 
to counterfeit com, and the loss caused by the weai of com, 
which, when it does occur, falls greatly upon the lower classes. 
We can only say tliat it is with feelings of the deepest anxiety 
for the welfaie of the country that we venture to propose this 
plan, and we shall be glad to furnish any further explanation 
of our views which the public may reqmre. 
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Reply to certain Objections to the proposal of substituting One-pound Notes for 
Gold —May 16, 1847 

In oul preceding article upon the state of the cuiiency, in 
which we proposed a plan foi the substitution of a paper cir- 
culation, instead of the gold now used, based upon a principle 
which should secure, at all times, the most ceitam immediate 
convertibility, wepuiposely avoided the discussion of the pre- 
cise machineiy by which it would be best to cany out that 
plan. We were anxious, first, to establish, beyond any doubt, 
the coriectness of the prinapU on which the proposal was 
based, and we should then be piepaied to considei tlie de- 
tails of the machinery by which it could, with the gieatest 
ease, simplicity, and security, be cairied into operation. The 
numbe' of the communications which we have leceived during 
the week, m leference to that pioposition, lendeis it utterly 
impossible to notice tli,.m individually The great majoiity 
of these communications (and many of them fiom men of the 
highest authority) fully and entiiely concui, not only on the 
pi maples on which the plan is advocated, but also as to its 
pr cticabihty, as a safe and ceitam means of effectmg an ex- 
tensive economy of the capital of the comitiy, and thus secui- 
mg a measui e effective for immediate relief, and likewise for 
permanent economy. The objections which have been made 
to the plan, not only by our conespondents, but also by con- 
tempoiaiy journals, have been chiefly confined to matters of 
detail, which we have not yet discussed. . Theie are also 
mimeious points, on which some of oui coi respondents appeal 
to have misundei stood the last aiticle, or its practical opeia- 
tioii, on which it may be well that we now offei some observa- 
tions, by way of more perfectly dealing up some of the popu- 
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lai eiiors in delation to the pimciples involved in oui pro- 
posal. 

Some of our coiiespondents regard the pioposed substitu- 
tion of 30j 000,000/. of one-pound notes iov the same amount 
of sovereigns as an addition to the circulation^ and, tlieiefore, 
feai, with such an addition to the cnculation, that, compaied 
with Its piesent mtimsic value, it would become depreciated, 
and that contracts based upon the ‘‘Bill of 1844” would be 
virtually violated, because “money would be cheapei .” It is 
impossible to conceive any conclusion more at vaiiance with 
the truth, or one which evmces so impeifect an understanding 
of the pioposal made by us, than is implied in this objection. 
All contiacts made in this coimtiy, in the sterling money of 
the country, smce 1819, are, in tiuth, made for so much gold, 
at the rate of one ounce for eveiy 3/. 17s. lO^d of such cui- 
rency , and so long as oui currency maintains that propoition, 
whethei it be in com, oi in written obligations of any kind, 
convertibility at pleasure into coin, so long does every con- 
tract, to pay 3/. 17s. lO^d., impose the necessity of paying one 
ounce of gold. Noi could any depreciation of the value of our 
cuiiency take place, except by such an adulteration of our 
coins that SI. 17s lO^d. did not contam one ounce of gold, oi 
by the issue of written obligations (notes), which should not , 
be convertible at pleasure, and which might, therefore, not at 
all times be woith the com they represented. The parties 
who start this objection are obviously confusing the effect of 
the plan proposed by us with the state of the circulation 
during the period of the suspension of cash payments, when 
bank paper, not being convertible into gold, was depreciated 
in relation to the com — ^wheii it lequiied a bank note of one 
pound and seven shillings in silver to pui chase a guinea coin 
No doubt that contiacts entered into in 1814, under such a 
depreciation, and fulfilled in 1821, after the resumption of 
cash payments, did impose on die debtor a great loss, and 
give to the creditor a corresponding benefit. But tlie same 
objection prevailed then with reference to notes of all deno- 
minations. The issue of one-pound notes had no more con- 

t3 
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nexion with that depreciation, or, as it is called, c/ieap money” 
than the issue of notes of a highei denomination. 

The idea that our plan would add to the ciiciilatioii is 
equally erroneous. We have shown, by unanswerable argu- 
ments, that under no cucumstances will moie cuculation he 
retained in the hands of the public than is just sufBcient to 
peifoini the functions of a meiiuin of exchange for the inter- 
nal transactions of the countiy. No man retains more money 
in his possession tlian he requires foi nnmediate use, but 
places It in a bank, oi employs it m the pm chase of commo- 
dities on which he expects to obtain a profit, or securities 
which will yield an inteiest. As a rule, theiefore, the cucu- 
lation IB at all times confined to the lowest sum which is suf- 
ficient to conduct the tiansactions of tlie countiy. If, theie- 
fore, any amount of one-pound notes were issued, they would 
displace the same amount of soveicigns, which, m the first 
place, would be leceiyed by the bank issuing the notes. . The 
greater amount of capital tlius placed at the disposal of the 
bank would enable eithei that body, or those fiom whom they 
pui'chased pubhc secuiities, to give to the meicantile com- 
munity that accommodation, by the discounts of commeiciaT 
bills, which would enable the latter to impoit food and law 
materials, and to execute those oideis foi the manufactures 
' of the countiy, which would not only keep the people em- 
ployed, but would also conveit labom into a means of pay- 
mg for die food imported fiom foreign countries. In the 
couise of this opeiation, the gold which was no longer le- 
quued heie, would be expoited m exchange for those commo- 
dities which we required moie than gold. But tlie gold, 
though exported, would not on that account be lost to the 
country. Its whole value would be letained as perfeedy as 
at this moment ; the only difference being that it would be 
peifonmng an active and profitable purpose, mstead of, 
as at present, remaining dormant, as fai as reproduction is 
concerned. 

If we expoit 10,000,0001. of gold, we leceive in leturn the 
full value in a vaiiety of commodities which aie to us moie 



THE CRISIS oi. 1847. 


253 


valuable; otherwise tlie transaction would not take place. 
In the present mstance, suppose we export that amount of 
gold to the United States, and import com and cotton m 
exchange, the impoit coat of the com and cotton is replaced 
from the geneial income of the countiy, oi by the export of 
the goods to foieign couiitiies. The capital itself remains 
undiminished , and whenevei othei articles become again 
cheapei in this countiy, and gold moie valuable, the latter 
would again return heie, in exchange for the formei, just as 
ceitainly as a supply of any othei commodity is leceived when 
the pi ice is so high as to offer a profit on its impoi tation. 
The substitution, theiefoie, of one-pound notes, convertible at 
pleasure, foi the gold now peiforining the function of ciicula-" 
tion, would immediately place at oui disposal an additional 
capital, which we could employ in securing the laigest possible 
shdie of the coin and the law materials of oui manufactiiies 
whic]i the maikets of the woild have to offei , and that not 
by diminishing oui capital, but by lendering effective foi re- 
production that which at piesent must be legardod as 
doimant 

No doubt the libeiation of this quantity of gold would be 
piecisely the same m effect as an increased supply to the same 
extent fi om the mmes. But hat inci eased supply, because 
liberated fiom the cii dilation of this country, woul I have no 
effect in depieciating the value of property in this countiy in 
particulai, in relation to oui standard. The effect would be 
that of so much gold added to the general stock of the whole 
woild, and not to that of this countiy m paiticulai , and 
when even this large souice of economy, the profit of which 
would be del ived by dus country exclusively, is considered 
in relation to the wants of the whole w'oild, no appieciable 
change could take place between the relative prices of gold 
and commodities in general, and certainly none between the 
exchangeable value of the commodities of this country and 
those of others. And, theiefoie, no such disturbance as is ap- 
prehended by some, could take place in our slandaid of 
value 
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Another objection haa been stated, which is also founded 
on an entire misappiehension of die effects which such a 
change would pioditce. A notion prevails that the effect 
would be to increase the puce of “corn and cotton" but to 
dinunish still fuither the price of cotton goods, and conse- 
quently to aggiavate the present want of employment. Now, 
this notion again proceeds upon the supposition, that we add 
to the amount of the cunency, in place of meiely substituting 
an insti uraent which, as long as it is conveitible, is equally 
secure for internal chculation, but which could not be used 
for a foieign payment, foi anothei instiument, which could be 
used foi the exchange of foieign commodities. The effect 
‘would just be the leveise of that anticipated by such parties. 
It would tend to lowei the cost of coi n and cotton, and to in- 
crease the price of manufactui’ed goods, and thus to remedy 
the evds of shoit employment, so sensibly expeiienced in the 
manufacturing distiicts at this tune The opeiation wpuld 
be this — ^The Bank of England would become possessed of a 
larger quantity of bullion , the operations of the Ameiican 
merchants, mstead of being, as at this moment, brought to a 
dead lock for the want of the oidmary facilities, would be re- 
sumed, Corn and cotton, being both scarce and dear m this 
country, would be impoi ted in exchange for tlie gold thus 
liberated from a useless pm pose. The , increased supply of 
these articles , would lead to lowei the prices, while the greater 
import would also tend to a greater demand for oui manufac- 
tures, At the same time, the laiger supply of food, tending 
to moderate the piice at home, would leave a larger portion 
of the nattoiial mcome fiee to pui chase clothmg. The effect, 
m short, would be, that we should exchange a commodity 
which we at present have, and which is of no absolute utility, 
for other commodities, mainlyv for the want of which the 
countiy is'now sufifeiing. We should obtam^corn and' cotton 
m greater abundanjee, and, therefore, at JoWer prices, while 
the demand both for exportation and home consumption of 
our manufactures, would be increased; and thus, not only 
wo lid the supplies of die necessaiies of life be gi eater, but 
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the means of the working classes to purchase them would also 
be increased. That some portion of these advantages would 
be obtained by railways is veiy tiue , but, in the present state 
of the puces of corn, we do not believe to any veiy great ex- 
tent However, to whatever extent even railways might share 
m the advantage of the great national economy proposed, it is 
ceitainly better than allowing tins capital to remain, as at 
present, entirely unproductive — or, at least, not moie so than 
the convertible notes would be which we would substitute in its 
place. The great and immediate effect would be to place us 
in an infinitely better positron than we now are m the great 
struggle which will take place in the world duimg the next 
five months foi the com and the cotton which can be brought 
to market 

A suggestion has been made by many, that in adopting the 
change m question, it might be better to begin by the adop- 
tion of an intei mediate denomination of notes between IZ. and 
5Z — or to limit the amount of notes at first to one-half of the 
whole amount which it is supposed would repiesent the whole 
of the gold ciiculation Another suggestion has been made, 
•pioceeding fiom a very similai view, that so great and unques- 
tionable a reserve of capital as this source opens up to us 
should be kept till some more pressing and trying emergency. 
With respect to the former propositions, as far as they affect 
the meie detail of the mode of cariymg the system most con- 
veniently into operation, we will not now treat, but as to the 
notion, that by such a plan we should be retaining a fund for 
use at a futme time, which would otherwise be exhausted now, 
we will endeavour to show the fallacy. 

In the first place — although it were a source to which we 
could apply only once, and which, having applied to once, 
would fail us m future — we may remark, that it would be dif- 
ficult to conceive the possible recurrence of such a combina- 
tion of unhappy events, when any extraordinary reserve of 
means could be more demanded drat it is now certain they 
will be during the next six months And, theiefore, on that 
score alone, and even admitting the view thus taken, it would 
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be difficult to conceive any time when such a leseive could be 
lesorted to with moie piopnety. But those who reason thus, 
do so upon a misappiehension of the effect of the change pio- 
posed. They appeal to suppose that the capital thus econo- 
mised would be absolutely expended, and tire gold sent abioad 
and iiretiievably lost to die countiy. No such effect could 
ensue. If we thus added so much to our effective and dis- 
posable capital, which, in the fiist place, would assume the 
shape of gold — and if we disposed of that gold in payment for 
foieign coounodities, consistmg of com and the law inateiials 
of oui manufactui es — we should leceive full value for it, and 
the same amount of capital would exist as befoie, only m com- 
modities which we did lequiie, m place of those which we did 
not so much i equire. The cost of the corn and the cotton so 
imported, would be i eplaced to the importei oi the manufac- 
turer fiom the cuiient income of the countiy, and the capital 
Itself 1 emam undiminished, unless the population subsisted on 
then foimei accumulations mstead of then cuiient income, 
which diey aie much less likely to do with the aid which such 
additional facilities would affoid to commerce than without 
them. This great national leserve, therefore, in place of be- “ 
mg exhausted by its immediate application to useful pui poses, 
would, in reality, be gieatei next year than it is now, by the 
piofit which Its useful application would affoid to the countiy, 
and whenevei the lelative values of othei commodities and gold 
weie such, that an inci eased supply of the lattei were desiiable. 
It would find its way back to this countiy, with as much cei- 
tainty as the laige quantities of bulhon do, which always accu- 
mulates m the Banlc of England duiing a peiiod of a favorable 
exchange, and thus this fund, to a gieat extent, would always 
retmm to this countiy in periods of gieat plenty, and be leady 
foi a lenewed and similar use in peiiods of gieat scaicity, on 
piecisely die same grounds that, fiom 1842 to 1846, many 
millions of gold lay m the vaults of the Bank moie than were 
lequned for its immediate use Under any state of cuiiency, 
the great commeicial charactei of this countiy, and its gieat 
command of capital, will always, dining periods of gieat 
plenty, become the chief depositoiy of the piecious metals. 
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The gieat and main objection which has been taken to our 
plan — that it would subject the countiy to a gieat mciease of 
foi genes — is in no way appropriate to our last article. In 
that aiticle we sought only to establish the pundple. The 
objection is one which would be applicable exclusively to the 
detads of any plan which might be pioposed for cai lying die 
principle mto effect. If, indeed, we weie to be content to 
iisk the whole plan upon the adoption of a similai manage- 
ment as tliat employed by the Bank of England, duiing the 
time of cash suspensions, then might we expect a great objec- 
tion on the scoie of being exposed to the evil of numeious 
foigeries. As it is, tins objection, raised by our contempo- 
raiies the Glole and the Manchester Guardian, is wholly in- 
applicable to oui proposition as so far developed Oui first 
object was to establish the pi maple, and that being done, we 
will next addiess ourselves to the mode by which principle 
can be most effectually and safely earned into piactical oper- 
ation. 
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Reply to fiutliei OhjeLtioiis andHemaiks on the same PioposaL — May 22, 1847 

Before proceeding to considei what would be the best mode 
of cai 1 ymg into effect oiu proposal for substituting a convert- 
ible paper cnculation foi the gold coin now in use, we feel 
called upon to make some fuithei pielimmaiy lemaiks on the 
mexits of the pioposed plan, m leply to objections oi doubts 
suggested by some of the numeious couespondents to whom 
we aie indebted for lemaiks and cuticisms theieon. We 
must, however, be excused foi lemaiking, that, had the whole of 
oui two last ai tides been carefully lead and considei ed, the 
gieatest bulk of those correspondents would have been spared 
the trouble of putting foiwaid their objections, as, in most 
cases, they had been anticipated and answeied in the length- 
ened introductoiy lemarks upon the geneial pimciples on' 
which the proposal itself is based. We well knew how gieat 
a force of hostility we should have to encounter, ausing fiom 
preconceived opinions based upon a long association of one 
pound notes with a state of the cuiiency utterly and entirely 
indefensible upon any well lecogmsed principle, and on this 
account we felt it moie necessary to pieface oui proposition 
with a full explanation of the fundamental principles upon 
which every sound currency must be based, and to confine 
out selves to a plan which should be in eveiy way consistent 
with such principles. To those pimciples, as laid down in 
Article XVI , we have not yet met with one single objection, 
noi has there been an attempt, on the part of any one, to show 
tliat oui plan is mconsistent with the stiictest application of 
those pnnciples. It would, howevei, be just as leasonable to 
object to banks altogether, because we have seen, fiom time 
to time, so much mischief anse fiom their mismanagement, as 
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}t IS now to object to the use of one pound notes, based upon 
a pimciple winch must secure then convei tibility undei all 
ciicumstances, because m foimei times the greatest abuses 
have been pei nutted in the way m which they weie used 
Inconvei tible one pound notes, issued by the Bank duiing the 
peiiod of the suspension of cash payments, oi convertible one 
pound notes, issued from 1822 to 1825 by banks which, from 
then chaiactei and the ciicumstances undei which they ex- 
isted, as explained m a foiraer article, were utteily unworthy 
of exercising such a function, oi of the ciedit leposed m them 
by the countiy, aie no more to be considered as a test of the 
use of such an mstiument of currency, when placed upon an 
unexceptionable basis, than the numerous failuies of non-issuing 
banks duiing the last twenty-five years, and tlie enoimous 
losses inflicted thereby on the countiy, aie to be taken as a 
conclusive leason foi the suppiession of all such banks We 
will endeavoui, m a few general observations m i elation to 
out pioposal, to embiace the minoi objections which appeal 
still to be entei tamed against the proposal 

Many of our coiiespondents proceed, in their lemaiks, up- 
’on the supposition that oui proposal is intended as a tempo- 
raiy palliative to meet a temporaiy exigency If it were so, 
we should doubt much the wisdom of applying it We should 
doubt much the wisdom of having lecouise to any plan which 
is calculated to afford a tempoiaiy lelief to temporary diffi- 
culties, and which was not lecommended by undeniably sound 
principles, as equally applicable to all times Temporary 
palliatives have only the effect of delaying and postponing die 
natural cure which is inherent m every evil. But while we 
, would object to the adoption of any system as a temporary 
palliative, the piessing exigencies of the times are surely not 
to be used as a reason why a system, calculated to effect a 
great and peimanent economy m the capital of the country, 
should be i ejected As well might it have been urged that 
the coin laws should not be repealed during a period of scar- 
city and famine If our measure be sound in pnnciple, it 
would be desiiable at all times, but most useful at a moment 
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like the piesent, when every means of incicasing the supply 
of commodities should be caiefully economised, just as fiee 
tiade, though equally sound and applicable at all times, even 
at periods of the gieatest abundance, is yet of the gieatest 
practical importance at moments of scaicity. But if, on the 
other hand, it can be shown that theie is anythmg m our pio- 
posal mconsistent with sound principles, in its application at 
all times, then we would not for a moment uige its adoption 
as a tempoiaiy lemedy On this alternative we have aheady 
placed our pioposition, and as yet, not one objection has been 
raised to the pimciples on which the plan is based, or on which 
it IS suppoited. There aie, however, some points requiring 
fuithei explanation and ilhistiation 

We have stated, m a former article, that we hold it as an 
indispensable pimciple, with regard to a papei cuirency based 
upon a metallic standard, that it should conform in eveiy re- 
spect with a cnculation consisting exclusively of coiil. It 
must perfoim the same functions as an internal em'rency; it 
must mamtam at all times piecisely the same value; it must 
be equally capable of bemg used to eHhct a foreign payment, 
by commanding the amount in gold which it lepresents; it 
must follow piecisely the same rules in all Us fluctuations — 
m Its contiactions and its expansions, it must, m fact, in 
eveiy lespect, be practically identical with a pure and entiie 
metallic euuency. If so, it is impossible that anj objection 
can apply to paper that w-ould not apply to gold. Now, the 
plan which we have pioposed embiaces the whole of these es- 
sentials of a cunency. We should not add one shilling to the 
cmrency; we should only substitute paper, secured in its con- 
vertibility into coin, foi the coin itself. We should withdraw " 

30.000. 000?. of gold fiom cnculation, and we should replace 
it with 30,000,000? of one-pound notes, which would be gua- 
lanteed by the deposit of 20,000,000? of Government secuii- 
ties, and 10,000,000?. of gold com, to meet any possible de- 
mand which might arise under a conti action of the currency 
for a demand foi gold in exchange for paper Out of the 

30.000. 000?., we should thus hbeiate gradually, as the siibsti- 
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tutioii took place, 20,000,000/. of gold, which would be added 
to the effective capital of the countiy, foi the pui chase of fo- 
eeign commodities, and the employment of our people. If it 
were possible to effect the whole change at once, it would be 
pi ecisely tantamount to increasing the stock of oui commodi- 
ties, of com, raw mateuals, &c., by that amount, just as much 
as if we had, by additional industry, produced commodities to 
that extent. 

But, then, some of our Lancashire coiiespondents complain 
that such a measure, inasmuch as it would make capital more 
abundant, and discounts, therefoie, more easily obtainable, 
would increase the piice of both cotton and com, by enabhng 
the importers to hold inoie tenaciously foi their price, and by 
making the demand on the part of the manufactuieis, m con- 
sequence of a better tiade, moie uigent Our correspondents, 
who take tins view of die mattei, enurely confuse tlie benefits 
of a I’ow puce produced by abundance of supply, and of alow 
price produced by the absence of demand, in spite of scarcity. 
What benefit is it to the manufactmer, that cotton should be 
pressed down a penny a pound, m consequence of his inability 
to purchase and consume it? What benefit to tbe mechanic ' 
IS It, that com should be forced down 10s. a quartei, only be- 
cause he has not the means to pui chase it? Pi ice is a thing 1 
relative to supply and demand, and a low price, existmg m I 
spite of a short supply, is the very worst evidence of tire state / 
of the countiy, and is pioductive of the worst consequences to! 
the manufacturers and consumers. What are the facts at the 
present moment^ Liveipool is said to be the cheapest mar- 
ket in the world for cotton, owing to the inability of the im- 
poiteis to hold it, and to the inability of the manufactuieis 
generally to pui chase and consume it. The result is, that 
slupments of cotton are being made to all other maikets, and 
a scanty supply lendeied stdl more scanty there, whde, by 
the two last packets, all oiders have been counteimanded, and 
credits upon Liverpool closed, so as to discourage as much as 
possible fmther shipments to this country The same has 
been the case with respect to giain and provisions We have 



262 


ARTICLF XVIII. 


eveiy leason to believe that, by tlie two last steameis, nearly 
eveiy ordei to puichase gram oi piovisioiis in the United 
States, foi this country, has been countermanded, not because 
theie 13 any doubt tliat supplies, both of cotton and coin, will 
be wanted, but because paities have no faith in being able to 
effect the payments necessary foi the operations Whatevei 
effect, therefore, the present pressure may have in reducing 
puces, 01 in closing the usual channels of supply, it must 
act most prejudicially upon the interest of the manufacturers, 
in making cotton still more scaice — and upon the geneial con- 
sumei, in makmg gram and piovisions still deaiei 

We last week stated that oui measuie would make both 
cotton and coin cheapei, by mcieasmg the supphes. It would 
have been inoie accurate if we had said that it would mcrease 
the quantity of these commodities which, with the same demand, 
would give gieatei cheapness. If, however, the puce were 
to use, 111 spite of the gi eater abundance, in consequence* of a 
better demand, such a result could only be an evidence of a 
greatly improved state of trade and the means of the consumer. 
At the pi esent moment, both with cotton and corn, it is en- , 
tirely a question of quantity. Any plan, which is not of itself 
otherwise objectionable, which will increase the quantity of 
cotton, must be beneficial to the manufactuieis, — oi what will 
increase the quantity of coin, must be beneficial to the general 
consumei. While a high price is the only natural corrective 
of scarcity, a low puce is not only calculated to aggravate the 
evil, but, as it can only be the consequence of the absence of 
demand, is the surest evidence of extreme depiession and suf- 
fering. But as It IS quite clear that tire plan we propose could 
not fail to obtaui a greater abundance of cotton and corn for 
this country, it follows, as a matter of necessity, that we must 
either have a lower puce, oi if not, a better tiade and a laiger 
consumption, which would mamtam or mciease the present 
prices ui spite of a laiger supply. Whetliei, therefore, we 
had lower puces, widi the present demand, or highei puces, 
as a consequence of increased demand, greater abundance 
could only be a souice of unmixed blessing to all. 
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Some of om coiicspoiidents, again, who see cleaily the 
mannci in which die 20,000,000z of capital miglit be libei- 
ated, and used most oppoitunely to inciease oui piesent 
amount of necessaiy commodiUes, aie alauned as to the effect 
which a letum of such an amount of bullion would have upon 
the curiency of the countiy This alaim is founded upon an 
entne misappiehension of the opeiation The effect of an 
efflux and influx of bullion, undei the plan proposed by us, 
would be in eveiy lespect identical with that which would 
take place undei a puiely metallic cuiiency, as explained at 
great length in Aiticlc XVI. Bullion, beaiing so umfonn a 
value in any countiy, is never made use of as a subject of 
expoit 01 impoit, until other commodities have ceased to beai 
a pi off t We do not expoit bullion, until we have no othei 
commodities which we can expoit at a piofit, noi do we im- 
poi t bullion, until om stocks of all otliei commodities ai e so 
laige that it will no longei be piofilable to nnpoit moie. In 
both cases, bulhon is usually lesoited to as the last insti unient 
of mtei national exchange, excepting fioin the countiies wheie 
It IS pioduced We aie now come to the piedicament in this 
‘countij'-, that we have no commodities to expoit m sufficient 
quantities to meet the payment for those which we iiiustunpoU 
We have ai rived at the point when we must have recouise to 
bullion We had iiom Jim to sia millions of bulhon lying in 
the Bank above what was needful to be letamed That has 
been disposed of in payment foi giain and cotton. Wo now 
piopose to libeiate 20,000,000z. moie, by an opeiation w'hich 
w'ould be giadual m its effect, foi die puipose of continuing 
our iinpoi tations of giain and law mateiials The effect ol 
•this last opeiation would be that we should have so much moie 
cotton and flax to woik up, and so much moie food witli which 
to suppoit oui labouicis, and these combined would fuinish 
more goods to exchange, foi a furthci quantity of law niate- 
iial and food The additional capital of 20,000,0 OOZ, thus 
added to the existing means of the countiy, would coriespond- 
ingly add to llie extent of om eommeice, tlic employment ol 
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oiu people, and the geneial luconie and wealth of the com- 
inanity. 

But, then, some of oui coiichpoiidcnts appieheiid inconie- 
nience fiom a letuin of the bullion, unless we again leveit to 
a gold cnculation, winch we do not contemplate, and which 
would be quite inconsistent with tlic piinciple upon wliicli oui 
plan IS based This appiehcnsion we will show to be quite 
gioundless It will easily be understood that we will not im- 
poit gold as long as we could import commodities which 
yielded a piofit to the mei chant As long as com, oi cotton, 
01 flax, aie in demand, and can be impoited at a piofit, theie 
will be no influx of gold, but, if we had seasons of abundance, 
and oiu impoits of all othei commodities had been so large as 
to i educe then puce, so that it was no longei piofitgblc to 
irnpoit them, then, as the last aiticle, an influx oi gold will 
take place to balance the exchanges. Now, suppose the six 
millions which have aheady been expoited weie fiist to i^tuin, 
then there would still be 20,000,000/, which would have been 
subsequently expoited, existing m the geneial markets of tlie 
woild. But undei no cucumatauces could the whole of that^ 
quantity i etm n, foi the lai ger extent of business which the 
employment of tliat additional capital enabled the couiitiy to 
peifoim, would icquiic laigei impoits of all the law mateiials, 
as well as of ai tides ol food of all kinds, consumed by those 
to whom such an extended tiadc would give au inciesaed 
emplojmont A poition of the gold, thcicfoie, which wc hist 
expoited, would bo cii dilating among those whose increased 
mdustiy we called into existence to supply us with the addi- 
tional commodities which we impoitcd, and those new pio- 
duceis would become new customeis foi om manufactures. 

But suppose oui impoits wcie at length m excess of oui 
wants, and that accumulated stocks icduced puces so as to 
diminish om impoits, tuin the exchanges, and lead to an in- 
flux of gold. Gold would then accumulate in this coiintiy, 
as It did fiom 1841 to 1844. But an accumulation of gold in 
the vaults of the Bank would no moie lead to an undue ex- 
tension of the cmiency undei llie new state ol things, than it 
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lias done hitherto Fiom 1841 to 1844, although bullion in 
the Bank incieased fiom 4,000,000^ to 16,000,000/, yet, 
compaiatively, a very small inciease took place in the cncula- 
tion of the Bank The stock of bullion lemained in the vaults 
of the Bank, as the stocks of othei commodities lemained 
in the vaiious public waiehouses, until it again became piofit- 
able to expoi t it m exchange for food and othei commodities 
No doubt, howevei, such abundance of capital as is indicated 
by laige stocks of commodities of all kinds, including bullion, 
would necessaiily lead, not only tolowei puces of commodities 
in general, but also to alow ei late of mteiestfoi a use of capital 
If we have a stock of commodities on hand, which is sufficient to 
seive the country foi two yeais to come, a command ovei 
those commodities would be obtained foi a given penod, at a 
much lowei late tlian if the stocks wcie baiely sufficient to 
last us two months. All loans of money, in whatm ci shape 
thcy’aie made, ate simply a tiansfci of a command ovci com- 
modities fiom one to anothei Whenevei, theiefoic, commo- 
dities aie abundant, the inteiest of money must be low, and, 
when they aie scaicc, the interest of money must be high 
The way in which this undeniable principle opeiates is this — 
As commodities become abundant, the number of selleis, in 
piopoition to the nuinbei of buyeis, increases, and, m piopoi- 
tion as the quantity is moie than is lequiied foi immediate 
consumption, so must a larger poition be kept foi future use 
Undei these cii cumstances, the teims on which a holder be- 
comes willing to sell foi a future payment, o? on a edit, become 
lowmi than if he weie ccitain that his w'hole stock would be 
lequned within a few weeks 

But let us examine the paiticulai effect upon the cuiicncy 
which this gieatei abundance of capital, and a consequent le- 
tuin to this countiy of a large poition of the gold winch it is 
now proposed, by oiii plan, to liberate, for the purpose ol 
making foreign payments There can be no doubt that a le- 
tuin of abundant hai vests, which would lendci it iiimecessaiy 
foi us to impoit food to the same extent as hefoie, while oiii 
exports weie inci easing, w'ould lead, in the coiiisc of time, to 
TT 2 
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a letuin of a conbidciable poitioii of the gold now cxpoUed, 
just as the bullion, expoited in 1839 and 1840, retuincd in 
1842 and 1843. The effect of this letuiii of bullion, weie 
the cinrency pmely metallic, has aheady been explained in 
Aiticle XVI Capital would be nioie abundant, and the 
price paid for its use, oi, in othei words, “the interest of 
money,” would be lower , and as a greater abundance of ge- 
neral commoditres and a lower rate of rntcicst, would lead to 
an extension of business and a gi cater amount of employment, 
some increase would take place in the quantity of money le- 
quiied for the circulation of the country But nr the case of 
a purely metallic cuiieiicy, all the bullion, ovei and above 
the quantity required for an increased circulation, would re- 
main in the vaults of the Bank, as so much accumulated capi- 
tal, waitmg for the fiist opportunity of being profitably em- 
ployed again in a foreign payment, just as the six tmlhons of 
bullion recently expoited remained in the Bank fiom 1842 
until the end of 1846 The same would precisely take place 
under the plan now proposed We liberate 30,000,0001. ol 
goldfiom circulation, supplying its place with the same amount ^ 
of one-pound notes, guaranteed by 20,000,0001. of Government 
securities, and 10,000,0007 of gold We have a balance left 
of 20,000,0007. of gold, wheiewith we can go into the inaikets 
of the world, and put chase food and law materials, andwlieic 
w'e can only obtain a large share of a limited quantity, just 
in proportion to the price which we are willing or able to give. 
In the fiist place, the 20,000,0007 of gold sent abioad would 
be represented only by othei commodities imported, and would 
contmue to be so represented, until a return of general abund- 
ance, w'hen, as explained, a poition of it would retrun in 
the form of bullion. As capital became abundant, the late ol 
interest would fall, and the increased transactions of the coun- 
try would require a somewhat larger cuculation. This would 
be furnished by an increased issue of paper, but represented 
by the additional quantity of bullion m the Bank. The in- 
ciease of circulation, however, always beais a small piopoition 
to the inciease of bullion. Thus, at the beginning of 1840, 
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tlie bullion in die Bank of England did not exceed 8,000,000/ , 
when the cnculation was 15,550,000/ Fiom that time until 
the end of 1842, the bullion incieased to 11,050,000/, while 
the circulation of notes incieased only to 17,400,000/.; so that, 
in the face of an accumulation of gold to the amount of 
8,000,000/., the circulation incieased only by 1,850,000/, and 
this in the absence of the legal lestiictions which have since 
been imposed upon the Bank The effect undei the system 
now proposed, would, therefore, be, that we should hbeiate a 
larger amoimt of bullion foi the purpose of making foreign 
payments when lequiied, and that m periods of gieat plenty 
we should again accumulate a large reserve of gold in the 
vaults of the Bank, to meet a sirailai emeigency when it again 
occuiied Undei the new ciicumstances, m place of a stock 
of buUioiij amounting only to Jive oi six millions, held in re- 
serve by the countiy, to meet an emeigency, as we had last 
autumn, we should hold a leseive equal piobably to twelve oi 
fifteen millions at such a time , the difference, making up the 
twenty millions oiiginally libeiated, being held in an increased 
quantity of othei commodities, to siistam the larger trade to 
which the active employment of 20,000,000/. of capital would 
give use. The plan, theiefoie, which we now propose would 
always place us in a moie effective condition to meet any 
emeigency, whatever it might be, which lequned a trans- 
mission of bullion to meet foreign payments — whether to cai’iy 
on a foreign war, or to impoit giam duiing periods of dearth. 

By some an objection to oiii plan has been made that by 
letaimng a gold cnculation we have always a laige supply of 
bullion m the countiy to meet the emeigency of a war. But 
to assume that the cnculation of the country is kept as a re- 
serve for such a pm pose, is to admit that, on the lecuiience 
of such an event, we should again suspend cash payments — a 
measiue to which no government oi pailiament would assent 
Com, conshtiitiiig the cii dilating medium of the country, 
would be entirely unavadahle for the pm-poses of making 
foreign payments, either foi the expenses of a wai, or foi the 
import of giain, Beioic it can be used for eithei purpose, it 
u 3 
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must be leplaced with some othei medium of exchange That 
had bettei be done undei the system which shall seciue the 
gieatest possible economy of capital, consistent with the pei- 
iect conveitibihty of the paper, than left until the piessuie of 
the moment might iitvolve the countiy in the necessity of le- 
soitmg to some violent and ill-consideied mcasuie of lehef. 
The economy of capital pioposcd by us would at all times 
find us much bettci piepaied to meet any emeigency, what- 
evei It might be It would give us a command ovei 
20,000,000z. woith of commodities, and whethei gold, oi 
grain, oi cotton, mattcis little, which at this moment w'e do 
not possess 

But against oui pioposal eveiy piejudicc which has been 
called into existence tiom time to time, owing to an abuse ol 
the issue of papei, has been staited Amongst others, w'e 
have been leminded oi the Ameiican Banks, which piofcssed 
to cnculate papei, conveitible at pleasuie Thcic is., no 
paiallel whatevei hetween the papei issues of the Ameiican 
banks and those contemplated by us The papei of the 
Ameiican banks, though piofessedly convertible, yet, by the 
undei standing which existed among the banks themselves, 
and between them and the public, the papei was leally not 
conveitible By an agieement between the diifeieiit banks, 
they nevei called upon each othei to pay then notes m specie ; 
and thus each bank always held laige quantities of the notes 
of othei banks, foi which they did not demand payment , and 
such was the political piejudice against die payment of specie, 
that any pi ivate individual who demanded the payment of 
specie to any laige amount, was marked as a common victim 
by the banks. The lattei piactice, howevei, would have 
been altogethei unavailing, had the banks themselves ex- 
changed legularly with each othei, as the Scotch banks do, 
twice in each week, the balance bemg paid in cash No ovei- 
issue could have taken place. As it was, the papei of the 
Ameiican banks was not piactically convei ted, much less was 
it issued agamst well-ascei tamed secuiities, and a suitable 
portion of bullion to secuie its conveitibihty as now pioposed. 
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But besides notes nominally payable at sigiit, a laige poition 
of the Ameucaii papei ciiiiency, when it was depieciated, 
consisted of notes payable on a distant day, beaiing interest, 
so that in no respect is theie the slightest parallel between the 
two systems. We would, howevei, lemaik, that as soon as 
the Amciican banks adopted the system of exehangmg then 
notes pel lodically with each othei, and paying the balances 
in cash, then notes weie nevei aftciwaids depieciated 

An impiession also exists that the plan pioposed by us 
would favoui a moie lax system of ciedit in geneial business 
No such lesult could occin. No note would be issued foi 
which theie was not government secuuties oi bullion 
deposited toiepresent it No bettei secuiity could be offered 
No moie absolute lepiesentation of leal capital, oi a command 
ovei it, can be found in this countiy. No one doubts the 
security of consol waiiaiits, oi bais of gold, and siuelyno 
Cl edit,’ based upon such undeniable repiesentatives of value, 
could be consideied as unwaii anted or subject to abuse It 
is a cuiious fact that, in Lancashiie, wheie the gicatest pie- 
judice has always existed against the use of notes (but this 
was always moie diiected against those issued by local banlc- 
eis, than by the Bank of England, and, if well consideied, 
would have no lelation whatevei to the piesent pioposal) — it 
is, howevei, cuiious that, co-cxisting with this piejudice, if 
we may tei m it, an unlimited circulation of bills has been in 
use flora time immemoiial Where the notes of bankers, 
payable on demand, and, theiefoie, the \alue of which could 
be tested at any moment, weie refused, the bills of the same 
hankeis, payable at the end of two oi thiee months, have al- 
ways fieely cii ciliated Notes payable on demand can nevei 
be kept out in excess, because die excess would always return 
to the bank foi payment, while bills at two months may be 
issued in gieat excess, dieie being no means of checking the 
issue till they have anjved at matmity, when they may have 
been replaced by ofheis For people to admit the safety of 
the ciiculation of biUs payable only on a distant day, and to 
object to the safety of a cn culation of papei payable on demand^ 
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IS, to US, peifectly unaccountable But even the papei which 
w'e now piopose is altogetliei depiivcd of the objections winch 
the Lancashire people always felt with lespcct to an issue ot 
local notes. 

We know that a diffeience is made in the public mind 
between notes and hlh, inasmuch as the foiiner circulate 
among the lowei classes, who cannot judge of the solvency of 
banks, while the lattei ciiculate among the trading classes 
only, who are supposed to be able to judge of the cicdit of 
the draweis. But whatevei weight such an objection might 
have against an unlimited issue of local papei, which, were it 
needful, we could show is much less than appeals at first 
sight, it cannot in any way apply to the plan now pioposed 
by us. Notes, issued upon the basis on which we piopose, 
could nevei be the objects of disci edit. The knowledge that 
each note was repiesented by goveinment secuiity and bullion 
would effectually pi event this. But, then, it is said, tljat a 
sudden panic might seize the lowei classes, and that they 
might lush, in ignoiance, suddenly to demand payment of 
these notes Piactically, this objection has no existence 
The lowei classes, although the medium thiough whom, in 
the payment of wages, these notes aie ciiculated, yet nevei, 
at any one moment, aie holdeis of any gicat quantity beyond 
a tew hours What is the piactice^ A manufacture! le- 
ceives fiom his bankei 500/. in notes on Satin day foi wages, 
winch he distributes among lus men On the same day the 
gieat majoiityaic earned to the shopkeepeis, and by them 
again leturned to then seveial bankeis. As long, therefoic, 
as the bankeis take the notes fieely fioin the shopkeepeis, and 
the shopkeepeis from the operatives, theie cannot be a hesita- 
tion on then paits on taking tliese notes There is no hoard- 
ing, as a inle, among the woikmg classes. Those who do 
save money, place it m the savmgs’-banks, but do not keep it 
by them This lapid and duect cii dilation of notes fiom the 
bankei to the manufactuier, tlien to the opeiative, and from 
him to the shopkeepei, and, lastly, again to the bankei, would 
always secuie the plan against the effect of an ignoiant panic, 
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and IS also one of the best guarantees against the pooiei classes 
suffeiing from foigeiies under any cueumstances. While it is 
possible to suppose that a gieat and inconvenient demand might 
be made upon the savings’ banks, fiom a sudden panic among 
the lowei classes, no such panic could occur with respect to 
swch paper as we piopose, which would always be freely taken 
by shopkeepeis, and by baiikeis, fiom the fact that in theii 
hands it woidd always be conveitible 

We cannot too often lepeat and insist upon the fact that 
our pioposal is not one of an mei eased cmrency, but simply 
one by which we aie enabled to replace gold, so as to add to 
0111 exchangeable capital, with an instiument piactically con- 
vei tible into gold. No attempt to inciease paper upon a prm- 
ciple which did not hbeiate gold would be of the slightest use 
to the country ; and, no papei, which was not at once con- 
vei tible into gold, could be safe It is commodities alone that 
we iwit, arid no paper which will not command gold can be 
of anysemce m piocuring them. But a conespondeiit says — 

“You assume, as a truth, that convertible notes can never he redundant But 
were not the notes of 1826 convertible, and was it not also admitted that the 
' issues of 1836 had been too profuse ? Is it not mdeed a subject of reproach to 
the Bank, by yourself, at present, that discounts have been too profuse, and what 
means has the Bank of disconntuij', but by an issue of notes > Does not eveiy 
bill discounted imply an Issue of notes for its amount > It surely is not pretended 
that the bulhon adveitised weekly is the souioe whence these discounted bills are 
suppbed 

If this coirespondent had carefully lead our two last articles, 
these questions would have been imnecessaiy, as they aie 
fully discussed theiein. We have pioved abundantly that 
convei tible notes cannot be ledundant, and theie can be no 
doubt that the abuses of 1825 and 1836 consisted entiiely 
of an excess of injudicious credits, and not of an excess 
of circulation, fiom the simple fact that at neither peiiod 
can it be supposed that any one held moie notes m his 
possession than baiely sufficed for his tiansactions That die 
powei of issuing notes inci eased to a ceitain extent the 
means of some bankeis to give injudicious credits, theie can 
be little doubt , but the fact that injudicious advances were 
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made as much by non-issuing banks as by diose who did issue 
notes, shows that it was an injudicious advance of capital 
rathei than a ledundant issue of paper But the facts of the 
last eight months, to which we refciicd in oui article of the 
8th instant, aie conclusive as to om coiiespondent’s question. 
We found fault with the Bank that it did not soonei check 
the demand for discounts by laising the lates, not because it 
was tlieieby mcicasing its issue of notes, but because it was 
paiting with Its capital in the foim of bullion, too easily. Oui 
couespondent asks, “Does not evciy bill discounted imply 
an issue of notes for its amount?” Oui icply is, that although 
notes may be immediately given foi eveiy bill that is dis- 
counted, yet that such notes do not add to theciiculation, but, 
when the cnculation is full, immediately leturii to the Bank, 
111 exchange foi bullion; and that the bullion ts leally the 
only souice whence these bills aie discounted, when the cii- 
culatioii IS full. Let us see what took place duung the'peiiod 
with lespect to which our complaints against the Banlc 
lefened. On the 18th of Septembei, 1846, the late of dis- 
count was three per cent. The amount of bills discounted by 
the Bank was 12,321,0007, the cnculation was 20,900,0007.,' 
and the bullion was 16,27.3,0007 Fiom that peiiod a greatei 
demand foi discounts occuiicd, and, yielding to this demand, 
the Bank inci eased the amount of bills imdei discount on the 
5th of Apiil, 1847, to 18,627,1167 , but at that date, not- 
withstanding tins inciease, the notes in cnculation weie only 

20.816.0007, while, liowevei, die bullion had been leduced to 

10.246.0007. Let us place these facts in a tabulai foim, to 
make them moie plain. Thus — 


September 18, 1846 
April B, 1847 


Ellis under 
discount 
jBI 2,321,000 

18,627.000 


Bullion 

d616,273,000 

10,246,000 


Cnculation 
of notes 


20,816,000 


Thus, while the Bank increased during the period m ques- 
tion, the amount of bills under discount, oi, in othei woids, 
Its accommodation to mei chants, by moie than 6,000,0007., no 
increase took place in the cii culation of notes, but a con e- 
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sponding deoieasc m the amount of bullion. So that, 
although foi each bill discounted the Bank actually gave out 
notes, yet they weie immediately exchanged foi gold, and 
did not add to the ciiculation, but i educed the available capi- 
tal of the Bank No banket should discount a bill m 
exchange foi his own notes payable on demand, which he 
would not equally discount il gold weie at once demanded 
When the cn dilation is full, eveiy issue of notes is tantamount 
to an issue of capital, because they immediately letuin foi 
payment, and, therefoie, a leally conveitible ciiculation can- 
not be ledundant. The above facts, connected with the 
transactions of the Bank, aie a conclusive illustiation of this 
point 

The same coiiespondent says — 

“At anotliei plaoe, von say the gold liberated fiom its useless office, would 
puiolmse .the com and cotton of nliicli we have need, which again would in- 
crease file expoitation of oiu mnnufactmes I can easily undeistand that a 
diininisUed puce of food, wluch woidd be the lesnlt of an increased supply, 
should lead to an iiiciease of home consumption of oui manufactures , but I 
do not see why it should necessauly occasion their incieased evpoitation And 
jndeed, do you not presume, in the outset of yonr argument, that the soveieigns 
to he displaced by an issue of notes, are to pay foi the food and cotton 
imported 


Oiu piesent expoit tiade is notoiiously suspended, or, at 
least, mateiially lessened, not only by a want of the raw mate- 
iials of oui manufactuies and food to pay foi laboui, but also 
foi the want of those facilities of ciedit which aie necessaiy to 
"Conduct them. Any plan, theiefoie, which incieased the 
abundance of law mateiials and food, would facilitate and 
cheapen oiu pioductions, and if, at the same tune, it affoided 
incieased facilities to ciedit, would again open the channels 
by which oui foieign tiaiisactioiis aie conducted The libei- 
ation of 20,000,000?. of gold would not only give us a com- 
mand ovei that amount of commodities which at piesent we do 
not possess, but it would fuithei, m the very act of its libeia- 
tion, fiunish to the Bank the means of continuing those faci- 
lities which would insure the execution of the laige oiders 
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■which have lecently been leeeived fiom Ameiica, and in 
exchange foi which fuither supplies of food would be ob- 
tained. 

Some of our coiiespondents have iiiquiied what is the 
chaiactei and natuie of the secuiities which we would propose 
to deposit along with the necessary propoition of bullion in 
01 del to guarantee the ultimate safety and immediate convei- 
tibility of the pioposed cuculatiou of notes; and by what 
means the Bank, issuing the notes in question, would become 
possessed of such securities in exchange foi the notes so issued 
The only securities which we would piopose, and which wc 
have aheady indicated, woidd be the public stock of our own 
Government. The mode in which the Bank, if the notes 
were issued by that body, would become possessed of such 
stock would be as follows — Foi every 100? of notes which 
the banking depaitment received fioni the issue department, 
the foimei would give to the latter 66?. 13s. 4d. of ©overii- 
inent secuiities, and 33?. 6s. 8d of gold The Government 
securities would eithei be given out of that poition which the 
banking depaitment at present holds, oi pin chased by it foi 
the express purpose, and by this means, to whatever extent- 
notes were issued, the public secuiities and gold would be 
placed in the issue depaitment to lepiesent them, as indicated 
by our pioposed plan. 

Some of oui correspondents, as well as many public wiitcis, 
have doubted whether one-jpouiid notes could be substituted for 
the gold coin in ciiculation. This subject is so well handled 
in a letter which we have leceived, that we cannot do better 
than quote it, in oidei to answer such objections — 

“ Sib, — Eefening to your admirable and most clearly elucidated plan foi the 
extrication of tbe country out of ita present want of available capital, tlio editoi 
of the Globe doubted that the issue of one pound notes would speedily displace 
any large portion of the gold cuculatiou, principally hecauae of the supposed 
prejudice of the people against one pound notes But it la to be observed that 
that piejudioe was against the notes of the country banks, not against those of 
the Bank of England Was it not hy issuing one pound notes the Bank of 
England stopped the panic of 1826 ’ Assuming, however, such a piejudice to 
exist, theie la to he set against it what I beUeve would piove a potent antidote, 
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tlie maiufesl mtei'est which the great body of the country banks, thiough 
whose hands the whole gold cuculation of the country probably passes in the 
course of the year, would have ui the substitution of one pound notes, oven 
those of the Banlr ot England, for gold Any one who has ever been engaged m 
coniitiy hanking, knows what an endless plague, expense, and nsk that part of 
then business is which has to do in their supply ot gold, whether the hank be 
situated in an agneultuial district, wheie gold has always a tendency to aecumu- 
late in the banka, oi in a manufacturing district, wheie the banks aie geneially 
in want of gold The countiy bank from which I wnte tills letter is situated at 
a gieat distanoo fiom London, and has held, foi the last tliree months, a 
gradually inoieosmg surplus of gold over and above its wants, not as yet sufSciently 
great to make it woith while to incni the expense and tiouble of a special 
messenger to London, but cansing, neveitheless, a dead loss of Inteiest, which 
woidd have been saved, had one pound notes of the Bank of England come into 
our hands instead, for in that case we should have, day by day, sent our suiplus 
stock to London We should fm-ther save the loss on oni hglit gold , for, let us 
be evei so paitioulai in weighmg the gold we send to town, we find we are al- 
ways mulcted foi shades of deficiency of weight so fine, I suppose, as to escape 
penetration of provincial eyes 

“ With such powerful reasons for piefonmg the use of one pound notes, do 
you tli^nk it hkbly country bankers would himioui the idle prejudices of their 
customers against them? They would of course resist them to the utmost point 
short of giving actual offence, and those who were not their oustomeis they 
would compel to receive the one pound notes in payment , foi I presume, of 
Loinse, you piopose to make them legal tenders, as the existing desciiplion of 
« Bank of England notes now aie 

“Thus the baiikeis’ interest to use one pound notes would be immediate and 
permanent, ui fact, a “ constant quantity,” while the prejudice of the pubUc 
(if it eust, of wluch there is leally no proof), would m all prohabihty, turn out 
to be a constantly diiiiiiiishing quantity 

"Did not your coiitemporaiy make a singular mistalce in bis estimate of tbe 
compoiative expense of a paper and metallic circulation, in settmgdown i/ie cost 
of tile latter as consisting merely of the weai and tear (2^ pei cent m twenty 
yeois) , foi getting to allow for the loss of interest on the capital sunk in the 
piuchase of the gold, say 5 pei cent per annum, taking the pieseut Bank of 
England late® 

“ Peimit me to put a fiirthei question, 

“ As you piopose doing away with a gold circulation, what ui that case, would 
be the necessity of continuing the cost of a gold coinage ? And what objection 
would theic be to the adoption of Bicaido’s plan of making the Bank of Eng- 
land notes payable only in gold ingots, and foi sums amounting to at least 200/ , 
iOO/ , or 500/ , adopted pnoi to the full icsumplion of cash payments by Peel’s bill 
of 18197 The only purposes tor which gold would then be wanted would be 
for export abroad, oi foi manufaetiue into plate, Ac , at homo, so that ingots 
with the mint mark would serve as well as the corned metal , and that it would 
pieseive the value of the note cuculation as Ihoionghly as complete conveiti- 
bihty, there cannot he a shadow of doubt , for the moment a difference took 
place between papci and gold, the lynx-eyed bitlhon-dcaleis and uieitbaiils would 
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luii the Bank of England, and speeddy lestore the cquiUhiuim It may- 
be, na a matter of pnnciple, objectionable to depart fiom complete convoitlhihly, 
blit I submit that we have already done go, in making the Bank of England 
notes a legal teudei , for if I, a country banker, lesidnig fai fioin London, cmi 
compel the holder ot niy flvc-pound note to receive in pajmeiit of it a Bank of 
England note, altliongli he wants gold, it is cleai that full mimodified converti- 
bility does not e'tist,nnd my creditor, in older to get gold, will probably have to 
make a greater aacrifice than a person living in London would leqmre to make 
in getting gold foi a five-pound note, supposing Riuitdo's system m opciation 
Thus, we should commit no new breach of principle, and should make a lai ge 
annual saving, not merely of the cost of the coinage, but of the wear and tear 
of whatevei amount the prejudice m the public uiiiid, before alluded to, might, if 
not checked, cause to be still needlessly retained in mteinal circulation When 
tlie ingot plan was put hi piactice, it became a dead Icttei, and for this plain and 
wliolesome itason the Bank of England bad, by coiitiaction of her issues, laised 
the value of hei paper to a pai with gold, and the halanee of trade being m our 
favour with foieigii couutiies, not an ounce of gold was called foi Snob, no 
doubt, would be the action of the ingot plan, weic it now adopted , a dead kltoi 
wlicii the evoliaiigos weie in our favom, and an effectual means of supplying gold 
when they came against us — I am, Sii, vours lespectfully 

A OouNrnv BANuna ” 

Thcie 13 only one other objection to which wc will now 
lefer. A coiiespondent says, dial “ the only valid objection ^ 
I have lieaid to the issue of one-pound notes, the convei tibihty 
of which IS seemed as you pioposc, is, that such notes would, 
as a mattei of couise, come in foi payment pietty much as fast 
as they are issued ” Tins would be the ease aftei the full 
, amount lequued foi the ciiculation of the countiy was issued, 
biitnot sooner If we aic right in om estimate, that 30,000,000/ 
of soveieigns aie always in cnculation, then theic is no reason 
why the same amount of one-pound notes should not be kept 
out in their place. It is true that a laige amount of soveieigns 
IS daily Gained into the diffeient hanks by one class of 
customers, but, on an aveiage, an equally laige amount is 
earned out by anothei class So it would be with notes A 
laige amount of these notes would daily be earned into the 
vaiious banks by one class, but an equally laige amount would 
be earned out by anothei class, the daily cnculation of com- 
modities leqiming then use. The only puipose foi winch 
such notes would be earned into the bank and exchanged foi 
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gold Would be when the holdeis lequiied gold to send abioad 
— a purpose for which the notes weie not applicable , and it 
IS just to meet a possible contiaction of die cn dilation foi tins 
pill pose that a reserve of one-thud of die whole amount is pio- 
posed to be ictamed m coin One thing is cleai, that to 
whatever amount soveieigns could be kept in ciiciilation at 
home, one-pound notes lepiesented by such unquestionable 
secuiity, could also be so. And that to whatevci extent the 
quantity of notes might be exchanged for gold to send abioad, 
to the same extent would soveieigns be withdiawn fioin ciicu- 
lation foi diat purpose, undei our piesent system. In fact, the 
operation of the two systems would be in eveiy lespect identi- 
cal — the only diffeienco being, that the one places at oui 
command a capital with which we can pui chase commodities 
to the extent of 20,000,0007 , while the other keeps that capital 
unproductiYe and useless. 

'Wb*have carefully consideied evciy objection that has been 
offered, and every doubt that has been expressed, with the 
most eai nest desire to give them all the weight to which they 
aie justly entitled We have not, however, yet met with one 
which has in the slightest degiee shaken oiu confidence in the 
safety, as well as the effectiveness, of die pioposal to meet 
the gieat difficulties which the country must enduie foi a 
long time to come, and also to add peimanently to the wealth 
and general piospeiity of the countiy, by such an addition to 
the active capital of the countiy. We do not, indeed, pietcnd 
that It would make com and cotton abundant and cheap , but 
It would place us m a position, in the stiuggle which must go 
on foi the next six months, foi the scanty supplies of those 
ai tides which at piesent exist, to obtain a quantity to that 
amount moie than we can command undei piesent ciicum- 
stances. And when we leflect, that, in the face of die piesent 
puces of giam, oin oideis, instead of going out moie fieely to 
the only countiy fiom which supplies can be obtained, have 
been all coimteimanded, foi want of confidence, on the paitof 
mel chants, that money will be found foi then payments, it 
would be difficult to conceive a moment when any possible 
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souice of economy of the national capital could be icsoited 
to with moie piopiiety. 

Oui pioposed plan foi cairying those pi maples into piacti- 
cal effect, in older that it may be lendeicd as immediatehj 
applicable as possible, mustpaidy lest upon the const! uction 
of the existing Acts of Pailiament, which at picsent are not 
veiy cleai. Theie cannot, however, be any seiious piactical 
difEculty, whatevei diat consti uction may be, though die plan 
may accoidiiigly be somewhat vaiied. 
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Plan foi a secuie Pnpei Cunency, in aocoidance with the Punciples laid down in 
the Tluee preceding Articles — Fiee Competition in Banking — A National 
Bank of Issue considered — Bv means of the Bank of England coiisideied — 
;i/m/29,1847 

principle of the measme by which we propose to effect 
an extensive economy of the capital of the countiy by substi- 
tuting notes, seemed m then immediate convei tibihty, fot the 
coin now in ciiculation, having been fully considered, we now 
propose to examine by what means that pi inciple could best 
be can led, into piactical opeiation We aie quite leady to 
admit that it is not enough to enunciate a new pnnciple, 
which is sufficiently sound to lesist all objectioiio, unless we 
Can at the same time show how that pnnciple can safely and 
advantageously be canned into piactical effect Foi though 
no piactice can be safe which is not based upon a puie and 
sound theoiy, yet in questions connected witli banking and 
finance, it is of the utmost impoitance to the success of the 
most unobjectionable principle, that the details of the measuies 
by which it is pioposed to be earned out shall be equally safe 
In a foimei aiticle we said — “We will not now discuss 
wbat would be the best machinei'y by which such apapei cii- 
culation should be managed — whethei by a boaid of commis- 
sioners appointed by Pailiament, by which means the whole 
profit would go diiect to the public, oi tlnough the means 
■of banks of sufficient magnitude, like those of Scotland, in 
open competition, but all complying with w'lmtevei lestiic- 
tions Parliament might impose, and thiough which plan the 
pi oft t would reach the public by the more hbeial terms of 
business, which we have shown to prevail in Scotland , or by 
the present machmery of the Bank of England, undei the 
existing chaiter, and m eveiy icspect conforming theieto in 
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spiiit — the Bank paying to the Goveinment a sufficient sum 
foi the additional piofit which it would deiive fiom such a 
piivilege,” &c &c Such aie the questions connected with 
the piaetical details of oui pioposal, which we now come to 
considei . 

In the first place wc must lemaik that it must be obvious 
to all that theie is no necessary connexion between the two 
functions exeicised by some bankeis — ^viz , the issuing ot 
notes, and the tiansacting of oidinaty banking business, con- 
sisting of lecciving deposits and making advances upon cer- 
tain securities , oi, in other woids, between banks of issue and 
hanks of deposit. At the piesent time many bankers, among 
whom all tliose m London, except the Bank of England, cairy 
on the lattci depaitment of the business without any connex- 
ion with the formei function, being exclusively banks of de- 
posit. Theie aie, howevei, no banks which aie. exclusively 
banks of issue, as those who exeicisc that depaitment of the 
business invaiiably combine with it the business of deposits, 
still there is no leason why a bank of issue should not exist 
independent of the business of deposits, theie being no neces- 
sary connexion between the two. The question which we 
have now to discuss is one exclusively connected with the 
issuing of notes, and it will be competent foi us to considei 
it eithei in connexion with the otliei blanch of the business 
01 sepal ately. 

We have alieady indicated three modes by which oiii pio- 
posed plan might be earned into effect, and we will now 
examine them separately, m older to deteimine which of the 
thiec, all things considei ed, would be best adapted to die pre- 
sent state of public opinion, the geiieial convenience of com- 
merce, and the existing laws of the countiy, to which we are 
committed for some years to come The three modes alluded 
to aie — 


First . — By means of Banks openly and fieely competing 
with each othei without any legal lestiiction whatevei 
7 Second — By means of a Goveinment oi National Bank 
Thnd . — By means of the Bank of England, undei legula- 



I'Hi. CRISIS oi 1847 


281 


tions, eouesponding in spiiit with those by winch the issue of 
papei IS now conducted. Fust — 

FREE COMPETITION IN BANKING 

We have iievei been able to discovci any good ground foi 
the objections which appeal to exist in the minds of a laige 
poition of even the most uncorapiomisiiig fiee traders, against 
the application of the same principles to banking, and espe- 
cially to the issue of notes payable on demand Noi have we 
ever been able to elicit any satisfactory leasons foi then ob- 
jections, which the moiewe have con&ideied the more we are 
satisfied aie based upon gioundless fears and misappiehen- 
sions. At fiist sight, it appears a stiaiige anomaly, that no 
party should object to banks being established oi earned on 
by any one, and without any lestuctions whatevei, as long as 
they* confine then business to receiving the money of the pub- 
lic in deposit, and to the di awing and accepting bills, oi meie 
wiitten obligations to pay, at a distant date. For these two 
gi eat functions of banking the public and the Legislatui e ai e 
perfectly content to tiust to the piudence and ciedit of any 
who chooses to embaik in the business, and Rhom the public 
choose to employ. But the moment it is suggested that notes, 
paya ble on demand^ may be issued by the same class of bankers, 
msupeiabie objections aie instantly laised against it as a dan- 
geious piactice, although the whole amount of such notes 
could not involve habdities to the public equal to one- tenth 
of the sums with which the same parties aie now inti usted , 
for at the veiy lowest calculation of tlie amount of deposits 
held bybankeis, including then cmient diafts, the amount of 
notes lequired foi circulation would not exceed ten pei cent, 
of that sum. The deposits alone in Scotland amount at least 
to thirty millions, while the notes in ciiculation seldom much 
exceed three millions Public opinion in England has long 
decided against intrusting the same parties with the powei of 
issuing upon then own credit the three millions, without ven- 
turing an objection to their title to be enti usted with the 
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keeping oi the millions. It is, therefoie, quite clear that 
the objection which has been raised against free competition 
in the issue of notes, has not arisen on the scoie of the ciedit 
which may be leposed in well-constituted banks These in- 
distinct objections which float in public opinion, against such 
a use of bankeis’ credits, are now of ancient and histoiical 
origin, and are chiefly associated with the abuses which aiose 
duiing the penod of the suspension of cash payments, and 
fiom the lestiictions imposed by the Legislatuie against the 
foiniation of such banks as weie likely to offei to the public 
the best guaiantee Theie can be no doubt, that were it not 
foi the legal lestiictions as to the foimation of banka, for the 
purpose of piotecUng the monopoly of the Bank of England, 
numeious kige and wealthy joint-stock banks would have 
been called into existence in the metiopolis, as well as in the 
piovinces, many ycais ago, and would have thus pi evented 
the establishment of those uifci loi banks, the failure of which, 
liom tune to tunc, has caused so much distress and rum. Of 
this, we cannot have a bettei pioof than by lefenmg to what 
has taken place in Scotland In that countiy, up to 1845, no 
law whatever existed, which m any way attempted to regulate 
01 mteilere with the mode in which banks should poifoim 
then business, with the exception of a veiy ancient act which 
pi olubited the issue of notes of a lowei denomination than 
one •pound, and this law was a dead lettei, inasmuch as it has 
been ascertained, that no bank could make a piofit by the 
use of sniallci notes Piactically, we may say, up to the pass- 
ing of the act of 1845, the business of banking in Scotland was 
conducted upon the most peifectly fiee principles, uncon- 
trolled by any inteifeience whatever on the pait of the 
Government. Theie was a peifectly fiee and unrestiained 
competition. But do we find tliat, in consequence of that, 
there was any tendency to establish unsafe banks, oi that 
banking was conducted on a prmciple more lax oi dangeious 
to the public than in England ^ On the contraiy, the whole 
tendency of the piaetice foi the last fifty yeais in Scotland has 



Till; CRISIS or 1847 


283 


been to lendei the banking estabhshuieuls more sound, and 
moie deseiving of public confidence, foi the simple and plain 
leasoii, which would equally opeiate in all places, that one of 
the gieatest leeomraendations of a bank to the confidence of 
the public, and, consequently, to a laigei shaie of business, is 
Its known safety. Private banks have gradually disappeared, 
and the public banks have added, hoin time to time, to the 
amount of then capital, in ordei, not only to enable them the 
bettei to accommodate then customeis, but also to give 
gieatci confidence to the public It was thus that fiee com- 
petition led to a giadual unproveinent in the chaiactei ol the 
banks in Scotland, and ultimately pioduced the laige, wealthy, 
and well-managed establishmeiite as they at present exist, so 
distinguished in the annals of banking In Scotland it has 
been found by ex.peiience, that no weak oi unsound bank 
could exist m open competition witli the otheis, and such 
banks', as possess a limited capital, have been giadually diiven 
to unite 01 amalgamate with one oi othei of the numeious 
wealthy coipoiaiions with which they found it difficult to com- 
pete. That flee competition in banking m Scotland has 
affoided to the pubhc gieatei secuiity than has been enjoyed 
in England undei the lestiictions which have existed duiing 
the last fifty yeais, we think no one will deny , and we believe 
It will be equally admitted, that, consistently wnth that gi eater 
secuiity, the banks have conducted then business moie to the 
geneial convenience of the public. And thus the two gieat 
objects of banks, secuiity and convenience, have been 
admittedly enjoyed inoie undei a state of fiee competition, 
than undei any othei yet tiied 

We know, how’cvei, that many attach an impoitaiice to the 
privilege ol issuing notes, apait altogethei fioin the question 
of the Cl edit of the issuers Some hold an opinion, that not- 
withstanding notes aie made payable on demand, it is still in 
the powei of the issueis to keep out moie than the public 
lequiie, and that they are liable to be depicciated m lefeiente 
to the standard. This is an opinion which we have so often 



combated, and which fads so much dispiove, that we shall 
not now allude to it fuithei than simply to quote the state of 
the cn dilation of notes in Scotland, as one other conclusive 
evidence against the assumption In Scotland, notwith- 
standing the fiee and unrestiicted way in which the banks 
weie conducted up to 1845 — notwithstanding the numeious 
blanches throughout the whole coiintiy, belonging to each of 
the laige banks, and nolwithstandmg the efforts made by each 
to obtain as laige a shaie of the cii dilation of the country for 
then own notes as possible, they have nevei been able to keep 
out so laigc an amount of notes in propoition to the popula- 
tion as have been kept out in England In no countiy do the 
notes 1 etui 11 moie lapidly to the issueis than m Scotland, 
from the fact, that the same fiee competition has long ago 
introduced the piactice of allowing iiiteicst fiom day to day 
upon deposits, which iiidiiecs the holdeis of notes to pay them 
into then hankeis as soon as possible; and, as the bankers 
exchange with each othei twice in each week, paying the dif- 
ferences m cash, oi in an oidei at sight on London, no bank 
can issue its notes in the discounts of bills, oi m making other 
advances, which it la not piepaied to ledeem in cash, at least 
within the same week 

We have consideied it needful thus far to expiess oui con- 
viction of the unfounded chaiactci of the alaim winch exists 
with leference to fiee tiade as applied to banking, even by 
those who advocate the pimciple as applicable to all othei 
blanches of commeice. With the piesent views enteitamcd 
by the public in England, howevei, and the geneial state of 
our banking business, we would not advocate the mtioduction 
of this system, howevei unobjectionable it may be in pimciple, 
and howevei well it might have answeied, had it been suffi- 
ciently long in opeiation to acquiie the confidence of the 
people, and to produce such establishments as those possessed 
by Scotland. Oui allusion to it in this place is therefore 
mole foi the pnipose of defending a gcneiai pimciple, and to 
show that wheic it has alieady been so successfully adopted, 
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there can be no good gioimd foi inLerteiuig with it. 
Second — 


A NATIONAL BANK OI IbbUL 

But if It be judged unwi&e to apply the puneipleb of fiee 
competition to banking in all its pails, we should be at least 
■ desiious to do so as fai as it is admittedly safe If we aie to 
legal d the function of issuing notes, payable on demand, as 
an exception to all other connncicial transactions, and to 
which the geneial principles of fiee competition cannot be 
applied, then we would propose, as the only satisfactoiy and 
safe alteindtive, to scpaiate eutiiely the business of issuing 
notes fioni other geneial banking business, stiictly legulat- 
ing the foimer by fixed and well-defined i tiles, and leaving 
the latter to fiee competition. We die satisfied that theie 
IS no’wise or safe middle couise. Fiee competition affoi ds in 
Itself a gieatguaiantee against nnpiovement and mismanage- 
ment , but if the public aie to be depiivcd of that guaian- 
tee, and lestiictions aie to be lesoitcd to, confining pri- 
vileges to ceitain paities, then we aie convinced that both 
public inteiests and safety lequne, in this case, that the i eg il- 
lations should be as stiingent and as well-defined as it is pos- 
sible, and that the piofits should he enjoyed by the public at 
laige. We would, theiefoie, pioposc entnely to sepaiato the 
business of issuing notes fiom that of othei hanking, and to 
regulate the foimei upon stiict and well-defined piineiples, 
leaving as little as possible to the option oi judgment ol those 
who have to conduct it, and so that the public should leap as 
much of the piofit deiived fiom the use of notes as possible 
We should piopose to confine the puvilege of issuing notes to 
a public depaitment, the whole piofit going to the State, and 
to have all othei banking peifectly fiee and unconti oiled. ' ' 

We aie quite awaie that theie aie seiious objections eiitei- 
tamed as to the Government undertaking any kind of business 
whatevei, and moie especially being mtiusled with the is-,uing 
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of paper money or the conducting ol a bank We aie quite 
alive to the objections which aie laised, that such a power 
placed in the hands of a government might easily lead to 
abuses of a seiious natuic, whenevei the ministers of the day, 
for the piessing emeigencies of wai, oi in oidei to meet a de- 
ficient levenue, would have strong temptations to abuse the 
powers which a government bank would give them. But Mi. 
Ricaido, in his pioposed plan foi a National Bank, has long 
ago shown that theie is no necessity foi incuinng any such 
risk; that all the safety and public advantages might be 
obtained without giving the ministers, foi the time being, any 
control 01 connexion with such a bank. And in oui propo- 
sals, we shall go even faithei than Mi Ricaido, in ordei to 
secuie these objects. 

We will now desciibe the plan by which we would secure 
to the public the whole economy, piofits, and advantages 
to be denved fiom the substitution of a papei ciiculfition, 
secuied at all times m its instant convertibility. Suppos- 
ing we WGie now to commence da novo, witliout any public 
obligations towaids the existing issues, and then, looking to 
those obligations, we will consider what modification of that 
plan would be needful, in older to appioximate as ncai to it 
as such obligations will fauly pci m it. 

We would establish one public bank foi the issue of notes 
only, to be managed by thiee commissioneis , who, as pio- 
posed by Ml Ricaido, should be appointed by the Govern- 
ment, but lemovable only by a vote of thc^ House of Commons. 
It would be desiiable that an ariangement be made, by which 
one of the commissioneis should be a member of the House of 
Commons. The business of the bank of issue should be as 
simple and as well-defined as possible by an Act of Parliament, 
and strictly confined to the issuing of notes against public 
secuiities and gold bullion It should, moieovei, be stiictly 
prohibited from having any detdmgs, of any kind, with the 
government, not even, as Mr Ricaido pioposed, keeping the 
government account, foi that duty would mtioducc to it a 
blanch of business foieigii to a bank ol nieie issue. 
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Such a bank would, in fact, be as neaily as possible whal 
the issue depai tment of the Bank of England is at this mo- 
ment The Act of Parliament undei which it would be 
instituted, could define its functions and its business so well, 
as to leave veiy little to the discietion of the commissioners. 
The issue department of the Bank of England is so regulated, 
that the directois have no power whatever over it. The prin- 
ciple is this . — It is coiiectly assumed that theie is a certain 
point below which the inteiiial circulation of notes cannot fall, 
undei any possible conti action of trade that may take place , 
and that, if the Bank holds gold for any sum for which it 
issues notes, over and above that limit, the piactical and 
instant conveitibility of the papei is thus secured, and that 
Government secuiities held against the remainder of the notes, 
are a sufficient guaiantee foi then ultimate safety. The pnn- 
ciple, howevei, does not imply a lelease fiom the obligation of 
paymg the* whole amount of the papei m gold, if requaed, 
and It might, theiefore, become needful, that the Government 
secuiities so held, should be sold in oidei to pay the notes. 
In the case of the Bank of England undei the piesent law, it 
IS assumed that the amount of 5Z. notes and upwaids could 
not, under any possible conti action of tiade, fall below 

14.000. 000? (the lowest point in modern times having been 

16.000. 000?, in December, 1839), and, theiefoie, if the Bank 
deposits Government securities for that amount, and retains 
gold for whatevei sum it issues beyond that amount, the pub- 
lic have not only a guarantee foi the immediate payment m 
coin of such pait of the papei ciiculation as is ever likely to 
be conveited, but it has also the guaiantee of Government 
stock for the ultimate pa 3 ment of the whole But though the 
Bank is peimittcd to issue notes on Government stock to the 
extent of 14,000,000?., yet it is not lelcased fiom the obliga- 
tion of paying those notes, oi any pait of them, on demand. 
If, theiefoie, the Bank found the notes in ciiculation weie 
lapidly coming in foi payment, it would become the duty of 
the directois to sell a poition of the secuiities foi gold, when 
ihe amount became so much icduced as to icndei it piobable 
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that the circulation might sink below 14,000,000/, a slate of 
things which it is impossible to conceive Still, if it did arise, 
the sale of Government secuiities would piovide foi the diffi- 
culty. In the issue department of the Bank, this is the only 
act in which the duectois could be called upon to exercise a 
disci etion. All the lest is a puiely mechanical opciatioii, 
stiicdy regulated by Act of Pailiament 

Our pioposed bank of issue should be as simple, as well 
defined by the Act of Paihamcnt constituting it — and with as 
little left to the discietion of the Commissioneis Assuming 
that the whole ciiculatioii of the coiuitiy of one pound and 
upwards lequired notes to the amount of 50,000,000/., when 
the business of the countiy was m its usual “State , and assum- 
ing tliat the lowest point to which, undei any possible ciiciim- 
stances of trade, the circulation could be contracted, was 
84,000,000/., then the national bank would issue notes to the 
extent of 50,000,000/, against Government securities tb* the 
amount of 34,000,000/., and gold to the amount of 16,000,000/., 
and to any further amount in exchange for gold only. So that 
at all times, to whatever extent notes should be issued, tlie 
whole amount ovei and above 34,000,000/, would be lepie- 
sented by gold. The bank would be compelled to buy gold 
to any amount, as at piescnt, at a late little below the mint 
puce, and to pay its notes in com oi bullion, always on de- 
mand, at the mint price. 

By this means the Bank would make an annual profit ctpal 
to the dividends leceivedupon the 34,000,000/. of Goveinmeut 
stock, which, taken at the late of 3 pei cent, would give a 
sum of 1,050,000/, subject to a deduction foi the expense of 
management This expense would be considerable, as it would 
be necessary, in each large town, to have an agent, whose only 
business it would be to exchange notes of one denomination 
foi those of anothei, and to countersign all notes issued from 
his office, and who would not, m any way, inteifcie with any 
othei blanch of the Banking business, not evenm tiansmitUng 
sums from one pait of llie countiy to anothei The business 
of such agent would, theieloic, be confined almost exclusively 
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to the baukeis in the neighbourhood, who would find an im- 
mense facility by having tlie powei at all times to obtain small 
notes foi laige ones, m the distiicts wheie laige amounts aie 
required for the pajmeiit of wages oi large notes foi small 
ones, when they leqiiu’e to tiansmit laige sums to London. It 
would be, by the facilities thus afibided to count) y banlceis, 
^at the notes of the National Bank of Issue, would easily be 
got into cn dilation m the fiist instance, and aftei wards kept 
in cn dilation. By tins plan, also, the ciicidation of each 
neighhouiliood woidd be confined chiefly to the notes issued 
and CO imtei signed by the local agent, whose signatuie woidd 
not only be familiar to all the bankers, but to the people 
geneially. This would be a much greatei guaiantee against 
forgeiy than is now possessed in Scotland, where foigeiies 
have been, foi many years, almost unheaid of Tlieie, the 
notes aie issued only by the head banks in Edinburgh and 
Glasgow, and cii ciliated throughout the whole country with- 
out any local signatuie, but with Ipcal agents to refer to. 

With such a circulation of notes, the dangei of foigeiy (pro- 
vided the best ai Ustical means were adopted to make imitation 
difficult and expensive) would be extremely small. The diiect 
issue of notes from tlic agent to the local bankers, and from 
them to then customeis, foi the payment of wages, and the 
rapid return fiom shopkeepeis again to the bankers, would 
rcndei it difficult, if not impossible, foi fingers to get out any 
quantity of notes that would repay the gieat expense of imi- 
tating them The best secuiity against foigeiy is when it 
becomes unpiofitable 

The whole expense attending the issue of notes, including 
such agencies as we have lefeiied to, and also die manage- 
ment ol the business of Govei nment, which w'e do not piopose 
to attach to such a bank of issue, is calculated by Mr. Ricardo 
at 188,000?. — but suppose it is called 200,000?. — a yeai, the 
Bank would still make a net profit of 850,000?. to be applied 
to the public benefit 

The only disci etion which we would piopose that theConi- 
missioncis should exeicise, would he that which we have al- 
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leady shown is left with the Bank diiectois m the mdiiagement 
of the issue depaitment, viz — That they should determine at 
what point, dining the period of a coiiti acting cuueiicy, it 
would be necessaiy to sell a poitioii of then secuiities, held 
against the 34,000,000? of notes so as to pi event the possi- 
bility of an exhaustion of then bullion , and when again they 
should le-pui chase these sccinities , nevci, howevei, exceeding 
the oiigmal amount of 34,000,000?, Then, as the sale of 
securities at such a time might entail some loss upon the Bank, 
we would piopose that the piofits should be allowed to accumu- 
late for thiee yeais, which would cieate a lest of 2,550,000?, 
which should always be held as a reseivc fund to pay any loss 
which the Bank might incui by the sale of secuiitics, imdei 
the possible but highly impiobablc ciiciunstances which we 
have alluded to And beyond this, the whole pi ofits should be 
paid ovei to the public exchcquei, so diat, aftci sectiiing the 
convei tibility of die notes and the Bank fi om loss, they would 
go to the 1 eduction of public taxes 

By this plan the business of the Bank would be confined 
exclusively to the issuing of notes, upon stuctly defined uiles, 
and would not be connected with the goveiinncnt of the day in 
any way whatevei, beyond paying ovei the net annual piofits 
to the Exchequei The Chaucelloi would keep Ins accounts 
with the Bank of England, as at picsent, and if he lequucd 
any accommodation to eke out his quaiteily payments, he 
must look to Ins bankei for accommodation, oi must boiiow in 
the money maiket, as at piesent By this plan, also, all hanks 
Avould be placed on pi ccisely the same footing, none possess- 
ing any privilege which otheis did not, but left peifectly fiee 
to tiansact all the business of banks of deposit and agency 
in competition with each othei And by this plan twenty 
millions oi capital, which is at piesent wasted m pei forming 
much less perfectly the function of a cuiieney, than would be 
accomplished by such notes seemed in thou convei tibility, 
would be libeiated, to mciease the gcneial stock of com- 
modities, and to affoid new facilities to incieaso the coimnercc 
of the countiy, just as much as the same amount of capital 
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derived from any otliei souice wliatevei The couiitiy, moie- 
ovei, would save a fuitlier laige sum, which at piesent is ex- 
pended in coining, as well as in the weai of the com, and the 
cost of Its transmission , foi when gold was i equn ed in exchange 
for notes, as it would usually be foi foieign payments, bais 
would generally be taken in preference to coin 

The immediate adoption of the plan now explained, would, 
howevei, be impossible, in consequence of the Bank Chaiter, 
at least so fai as regarded notes of 5Z. and upwards, and it 
would raise a very doubtful question whether even die issue of 
one-pound notes by anothei body, would not be indirecdy an 
infringement of that chaitei , butwhethei oi not, it would not 
appeal desirable that the notes issued should be from two 
bodies, and especially as the same inachineiy and establish- 
ment might easily accomplish it all. We dieiefoie now come 
to considei, m die third place, how the proposed plan can be 
carried into effect by means of the Bank of England, undei 
regulations cpiiesponding with those which we have proposed 
for a National Bank, and of those by which the issue depart- 
ment of the Bank is now conducted Thiid — 

BY MEANS OF THE BANK OF ENGLAND 

To all intents and purposes the issue department of the Bank 
of England is now as completely sepaiated from the banking 
department, as if the two weie conducted by a separate and 
distinct administiation. We have aheady explained that the 
directors have no disci etion left to them by the Act of Parlia- 
ment which regulates this opeiation, exceptmg m a veiy ex- 
treme and highly improbable ease, when it might happen that 
the directors would find it needful to sell a portion of the 
secmities held against the 14,000,0001. of notes issued agamst 
them Practically this branch of the Bank is self-acting, 
and all that the directors have to do, is mechanically to follow 
the regulations laid down by the Bank Act. The precise 
character of the issue depaitment has not been veiy cleaily 
understood, oi Mi Masterman would not have pioposed that 
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the next quaitei’s deficiency bills should be paid out of that 
department. And we lathei agice with Sir Eobert Peel, that 
if the two departments aie to be sepaiated at all, it would 
have been bettei to have made the distinction more cleai and 
palpable than it is to the public, while it is left under the same 
administration. And this might easily have been done without 
either inipaumg the piofits of the Bank, oi depiiviiig the Bank 
of England of the advantage of conducting its business by the 
Boaid of Dnectors as at present constituted If, in place of 
the issue department, a sepaiate bank of issue had been esta- 
blished, managed by a commission appointed by the Govern- 
ment and the Governor and Deputy-Govexnoi of die Bank for 
the tune being, winch bank should have dealt solely widi the 
Bank of England, on precisely the same teims as the issue de- 
partment does with the banking department, there would have 
been no real difference in the piofits or nianagenjent of the 
genei al business of the Bank of England , but the distmchon, 
contemplated iindei the Act of 1844, would have been more 
perfectly understood. 

If, thoiefore, the Bank of England should be employed to 
manage the circulation of one-pound notes, undei the plan 
pioposed, at least until the end of its present chaitei, the issue 
depai tment of the bank might be easily modified, to accom- 
plish all the objects of a national bank of issue, as ah eady ex- 
plained, without intcifeiing in any way with the privileges 
which It holds undei the present charter. 

Instead of the piesent issue department of the bank, we 
would propose to constitute a bank of issue, to be managed, as 
proposed, by thiee Commissioners appointed by the Govern- 
ment, in conjunction with the Governor and Deputy- Governor 
of the bank, who would form a Board to cairy out the whole 
of the objects already explained, in precisely the same way as 
pioposed to be done by a national bank of issue, the whole of 
the pi ofits going in the first place to the Bank of England. 
This would give to the Bank of England a profit upon the 
cii culation of the one-pound notes, ovei and above what it is at 
present guaranteed by the existing chaitei. If the figures 



